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BEFORE THE
DEPARTMENT OF TRANSPORTATION

OFFICE OF THE SECRETARY .
WASHINGTON, D.C.
In the matter of the )
)
Intra-Alaska Bush Service Mail Rates Case ) Docket 14694
)
)

COMMENTS OF THE
CONSOLIDATED CARRIERS
IN RESPONSE TO THE
REQUEST FOR COMMENTS
REGARDING IMPLEMENTATION
OF THE RURAL SERVICE
IMPROVEMENT ACT OF 2002

INTRODUCTION

The Consolidated Carriers (hereinafter “Carriers™), a group of certificated carriers
operating commercial air service within the State of Alaska, and identified in Appendix
A, hereby submits its Comments as requested by the Department. The Carriers group
includes 60% of all bush carriers in Alaska. Their routes include all points to which bush
bypass mail is dispatched, as well as numerous hubs and points where bypass mail is not
transported. The group includes wheel and float aircraft operators, and most of the
designated bush Essential Air Service carriers in Alaska. The group includes passenger
carriers and all-cargo carriers. As has been the case in the past, the Consolidated Carriers

consists of the broadest spectrum of air carriers affected by bush mail rates and



regulations, and represents the unified position of the vast majority of the industry. Some
of the constituent carriers will also file Comments of their own to further amplify or
explain points of particular interest to them, but there is no contradiction between the

points presented here and the individual comments filed by the carriers.

A systematic review of the bush mail rate structure would have been called for at some
point anyway, but it is important to remember that the purpose of the current proceeding
is to comply with the mandates of the Rural Service Improvement Act of 2002 (“the
Act”). The Act contains a number of provisions affecting rural air service, some specific,
some vague, and some contradictory. The Department must be guided, and limited by
the provisions of the Findings of the Act in determining the correct application of the
provisions. It is unrealistic to assume that the provisions of the Act as written will
actually achieve the goals enumerated. The law will cause significant dislocation and
loss of service to rural Alaska. Passengers, freight shippers and rural mail addressees will
all suffer. To meet the goals stated in the Findings, the Department must use its
discretion and experience gained from years of regulated and deregulated air service. No
state has received more benefit from Airline Deregulation than Alaska. None-the-less,
the stated goals of the Act as reflected in its Findings must be respected and incorporated
in these proceedings. To that end, the Carriers submit this comprehensive set of
recommendations to apply the provisions of the Act in a fair, consistent and timely

manner.



First, Report of Insurance Coverage

The requirements in paragraph (k)(4) address the need to have current passenger liability
insurance information in.order to achieve the goals stated in the Act. Specifically, the
Act sets aside 70-75% of bypass mail to support the operations of scheduled passenger
service, and provides an additional preference to air carriers operating passenger service
with aircraft having 19 insured passenger seats on board. The sole purpose of any
additional insurance reporting requirement is to document a carrier’s qualification for
these preferences. It must be recognized that the vast majority of carriers within Alaska
will not seek the 19-seat aircraft preference, and the preference provisions for those

aircraft will not take effect for six years.

The Act does not increase the liability limits or change any existing insurance
requirement for the air carriers. To that extent, the existing requirements mean that all
installed seats are insured. Except for carriers seeking to qualify for preferential tender as
a Part 121 passenger carrier with 19 seats installed, current DOT regulations adequately
cover the terms of the Act. Because the Act does not set new liability dollar
requirements, the only purpose of the require to show the “level of passenger
insurance...” is to show compliance with the minimum requirement. The Act does not
give additional preferences for higher coverage levels, so there is no need to specify

coverage level in excess of the minimum.



Appendix B is a copy of the currently required DOT insurance report. Section 205 of the
Department’s Economic Regulations requires passenger liability insurance reports to be
filed directly by the insurance carrier. §205.3c states: “The certificate of insurance shall

list the types or classes of aircraft, or the specific aircraft by FAA or foreign government

registration number, with respect to which the policy of insurance applies, or shall state

that the policy applies to all aircraft owned or operated by the carrier in its air
transportation operations.” (emphasis added) §205.4(a) requires “Each carrier shall
ensure that the evidence of aircraft liability coverage filed with the Department of is
correct at all times.” (emphasis added) OST from 6410 specifically lists whether the
carrier has passenger or cargo only insurance, and allows the listing of actual aircraft
included under the coverage. The form allows the use of additional pages in listing
aircraft, which could be used to designate the number of passenger seats insured on each

aircraft.

For all-cargo carriers, the existing OST 6410 form is entirely adequate to meet the
requirements of §5402(k)(4). For passenger carriers operating aircraft with fewer than 19
insured passenger seat, i.e., not eligible for preferential tender under the terms of the Act,
the existing form is entirely adequate. If a carrier wishes to gain preferential tender under
the terms of the Act, it is in its own interest to assure that its form 6410 correctly
identifies the coverage level and number of insured seats on each eligible aircraft. There
is no need to impose additional reporting requirements on carriers for whom there is no

need to list number of seats installed.



Appendix C is a copy of the insurance certification required by the State of Alaska for air
carriers. This form includes the actual aircraft covered by liability insurance for each
carrier. The form is filed directly by the insurance carrier. If the Department should
decide that OST form 6410 is not sufficient to meet the goals of the Act, then carriers

could simply be required to file a copy of the State of Alaska report.

Administratively, it makes no sense to require duplicative and potentially conflicting
insurance reports from the insurance carriers and the airlines themselves. §205
regulations clearly meet the needs of the Act, and the insurance carriers are required
under penalty to keep all reports current. Adding a second report, to be filed separately
by the air carrier, simply doubles the administrative effort for the carriers and the
Department. Furthermore, separate reports create the possibility of conflicting reports. If
a carrier fails to file lists of additional aircraft or changes in coverage, the Department
will have conflicting data that will have to be resolved. Current reports are filed by the

most authoritative source, the insurance carrier.

There is no need for monthly or even regular reports on insurance coverage. Current
regulations require that insurance certificates be kept current, and any dates for changes
in coverage be clearly stated. It is very easy for the Department, the Postal Service and
any interested carrier to determine whether a carrier qualified for preferential tender
during any given period. Additionally, nothing in the Act or regulations requires that
tender begin or end on particular days or dates. Postal Service fiscal weeks and

accounting periods almost never begin on the first of a month. Schedule changes are



frequently filed to be effective at the beginning or ending of Daylight Savings Time or
major holidays. It is entirely possible that monthly reports would actually be inadequate
to document qualification for preferential tender. The current requirements to specify the

effective dates of insurance coverage are the best way to determine qualifications.

As has been noted by other air carriers, service by Part 121 aircraft with 19 passenger
seats will be the rare exception rather than the rule. Currently only three carriers operate
such aircraft. 19 passenger preferences will never apply to the all-cargo traffic pool, to
float operations, to markets where no bypass mail is tendered, or the 68% of bush points
that cannot support Part 121 operations (source: Comments of Larry’s Flying Service).
Carriers wishing to avail themselves of the 19-seat aircraft preference can submit
necessary documentation under existing regulations. All other carriers have no need to.
The proposed report is duplicative, unduly burdensome to air carriers, and is actually less

effective in meeting the goals of the Act than current regulations.

Second, Flight Designation Regulations and Effective Date of First Tender

The proposed routing requirement creates no technical impediment or limitations on the
operations of carriers. The Official Airline Guide, which creates the schedule data used
by the Postal Service for tendering mail, allows the use of a single flight number for
circular or “out-and-back” flight, even those that serve the same points more than once.
Additionally, it is legal and an accepted practice to cover a single flight movement with

more than one flight number in order to accurately list all services provided on the flight.



Air carriers interested in qualifying for tender in the various mail pools can file flight
schedules in such a way as to demonstrate compatibility between the T-100 segment data

and the T-100 market data.

Historically, carriers have broken flight numbers at intermediate points, or assigned
different flight numbers to different segments of a single aircraft movement for internal
management purposes. Under current equitable tender practices, the only question was
whether the carrier offered at least three flights a week between a dispatch point and a
destination. Breaking a single flight into different segments allowed carriers to analyze
the profitability of flights, segments and hubs. Revenues and expenses for multi-stop
services could be more easily assigned, and the benefit of individual services to the
carrier could be more easily determined. Although clearly an unanticipated consequence,
the routing changes necessary to maximize mail tender will further complicate the overall

management demands for each carrier.

The more important points raised here relate to incorrect assumptions made by carriers
and the Department. First, it is clear from the Department’s discussion of the topic that
the routing problem is far more than hypothetical. The Department not only proposes
specific schedule filing formats, but anticipates the need for refilling of traffic reports
going back to July 1, 2002. It is vital that before any selection process begins, all carriers
understand the implications of various schedule publication schemes and their effect on

mail tender.



The rule also illustrates a basic but egregious error in the assumptions upon which the
application of the Act lies. The only logical and consistent interpretation of the Act is
that the process of selecting the initial group of qualifying carriers begins on November
3, 2003, not that the process ends on November 3, 2003. Selecting carriers is a process of
determining which carriers are qualified, not simply a listing of names. The process
covers a period of 12 months. The Act clearly states that the sections determining the
qualification process shall become effective 15 months after the Act becomes law. The
Act assumes or requires certain actions be taken by the Postal Service and the
Department before selection can take place, and none of these actions have taken place.
As will be pointed out in several sections below, the Act requires carriers to make certain
choices and take certain actions in order qualify for bypass mail tender. The time frame
required for these carriers to take these actions could not have been completed in time for
carriers to be qualified before November 3, 2004. While the Postal Service has
announced that it intends to start eliminating carriers from tender in November, that
statement is merely a self-serving attempt to enable its own selection process that goes

beyond that of the Act.

Part of the deficiency of the Act, and the confusion that must be clarified before the
selection process can begin, is that the Act is based on online Origin and Destination
traffic, while the T-100 segment data reflect on-flight data. As noted by the Department,
current scheduling practices can create conflicts between segment and market reports that

are significant. It is the position of the Carriers that the only interpretation consistent



with the clear meaning and goals of that Act is that qualification for mail tender shall be

based on online data from the T-100 market reports.

Throughout the history of the Bush mail rates, questions have been raised about the
accuracy of data reported by carriers and used to set rates. The primary source of these
questions has been the U.S. Postal Service itself, the very agency now proposing to
remove tender from carriers based on clearly deficient and incomplete data. Several
members of the Carriers have analyzed reports of carriers at several major bush hubs.
Their findings confirm the Department’s concern about the differences between segment
and online data. More importantly, the market reports appear to include traffic not
covered by the T-100 program or the intent of the Act. In some markets where market
data could be tied to a specific group of flights, it appears that the market traffic reported
could not have been physically carried on the flights reported. Part of the problem is in
the simplifying assumptions used by the Department is assigning loads and load factors.
If an infant in arms is included in the passenger count, it is counted as an adult weight
including baggage. If baggage is counted as cargo, it is effectively double counted.
There are a number of ways that traffic counts can be manipulated and exaggerated
through the T-100 report process. It is vital that the Department assure that reporting

standards are understood and being met before any selection process can begin.

While the Carriers oppose the use of excise tax reports, for a variety of reasons, the

concern of Congress was that the T-100 reports could be manipulated. The most
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effective way to eliminate fraudulent reports is to make sure that all carriers understand

the correct method of filing the reports, and to have those reports audited regularly.

Appendix D is a suggested clarification of the T-100 regulations as they apply to the
selection process for air carriers. There are no inconsistencies between the Part 241 T-
100 reporting process and the Act, but it appears that some carriers are not correctly
reporting their data at this time. It is impossible to know whether resubmission of the
reports could be accomplished in a timely and accurate fashion. The brief description of

the two affected classes of traffic follows.

A revenue passenger is a person who pays a full fare in accordance with an established
tariff. The specific language used in the Act is “base fares” (§5402(h)(5)(A).
Specifically, infants and other persons who do not occupy a paid seat, or from whom no
fare is collected shall be excluded from the count. Similarly, persons traveling on carrier
business, or who are traveling at free or reduced rates as employees or persons associated
with employees, or by virtue of interline pass agreements (written or not), shall not be
included as revenue passengers, whether an excise tax is collected on any reduced fare or
not. Similarly, any passenger traveling on a free or reduced rate ticket as a result of a
contest, prize or promotion offered by the carrier shall not be counted as a revenue
passenger. Tour guides, travel agents or other travel professionals traveling at a free or
reduced rate, whether or not accompanying revenue passengers, shall be excluded from
the count. The collection of excise tax on a ticket is not proof of revenue passenger

status. The passenger must pay the full “base fare”.

11



Any possessions associated with a passenger traveling on a carrier shall be classified as
baggage, regardless of how the baggage is charged for. Baggage can move ahead of,
with, or after the flight on which the passenger moves. Baggage shall not be included in

the freight volume on either the T-100 segment or market reports.

Cargo consists of mail and commercial freight. Commercial freight is material moving
on a freight waybill at rates in accordance with an effective tariff, with the shipper and
consignee being different persons. Company material, as well as material shipped by
company employees, or in accordance with agent agreements or non-revenue traffic shall

be excluded.

It is a common practice for carriers to provide free or reduced rate transportation for
employees, family members of employees and even friends of employees (“buddy
passes™). The transportation of these persons is simply part of the compensation program
for employees, and should not be included as revenue passengers. Similarly, carriers
routinely provide allowances for a set amount of freight to be moved at free or reduced
rates for employees and even firms providing services to the carrier. The Department
must assure that these classes of traffic are excluded when determining eligibility for

tender.

It is clear that at least some air carriers count baggage as freight in T-100 reports. This

gives a distinct advantage to carriers transporting types of passengers that routinely carry

large volumes of baggage. River rafters, back-packers, photographers and certain service

12



employees carry large volumes of baggage in support of their activity. This baggage has
no use without the accompanying passenger and must not be included as freight, no
matter how the carrier chooses to charge for the transportation. But for the

transportation of the associated passenger, the baggage would not be transported either.

The Department can diminish the misstatement of freight traffic by passenger carriers by
eliminating any financial incentive. Commercial freight reported by passenger carriers
should be excluded entirely from calculations to determine the freight market shares of
carriers participating in the all-cargo mail pool. Just as the 20% market share
requirement for passengers applies only to carriers competing to carry mail in the
passenger pool, the even higher 25% share requirement should apply only traffic of
carriers competing to carry mail in the all-cargo pool. This is not only logically
consistent with the interpretation of passenger traffic requirements for passenger carriers,
it avoids any interference with the operations of all-cargo from passenger carriers. The
25% market share requirement for tender shall be applied only to traffic reporting by

carriers in the all-cargo pool.

The Department must maintain active oversight and audits for carriers affected by the
Act. In addition to complete audits as have been performed by Department personnel in
the past, the Department should perform spot audits to examine samples of data for
accuracy. As will be discussed below, the reporting requirements of the Act anticipate a
recordkeeping scheme that coordinates flight logs, revenue documents and T-100 reports.

This will simplify the task of verifying records from source documents.
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For the purposes of enforcing the Act, audits can target markets and carriers where
inaccurate reporting would affect mail distribution. For the passenger pool, markets in
which a carrier claims 18-30% market share would be the most likely to involve inflated
traffic reports. Carriers reporting very high market shares can also enjoy an undeserved
reward from traffic inflation because those increases serve to eliminate competitors that
would otherwise qualify for a share of mail tender. The Department should also monitor
the reported passenger and total load factors on qualifying segments. Load factors that

are significantly higher than market average indicate cause for concern.

In establishing the standards for T-100 reports, and to comply with record retention
requirements discussed below, the Department should require carriers to maintain a
single document or database management system that clearly documents flight
operations, aircraft configuration, and the traffic carried on the operation. The document
or system must allow an auditor to verify that all traffic reported in the T-100 system is
truly revenue traffic and complies with the selection criteria within the Act. A passenger
manifest might provide a list of names, but those names must be verified as being
revenue passengers purchasing a seat. Similarly, auditors must be able to verify that
passenger baggage is not counted as freight, so waybill numbers with clear identification
of shipper and consignee must be associated with weight loads reported for particular

flights.

As a final comment on the proposed technical requirement for flight listing, it is

important to note that Postal requirements for a qualifying schedule include a specific

14



arrival and departure time for each point served on a flight, and that a flight itinerary list
all points in a specific order. No flag stops are allowed, and it is not possible to simply
list the intermediate points to be served in a variable manner. Passenger freight and mail
traffic in rural Alaska is highly volatile and varies greatly by season, day and even events.
Historically, carriers have been allowed to vary their actual flight service from their

schedule in order to provide the most efficient or beneficial service to the customers.

The simplest example is the triangular flight pattern that goes A-B-C-A. The most
efficient and beneficial way to operate the service on some days may be A-C-B-A,
however. If more passengers want to go from A to C, or if more passengers want to
backhaul from B to A, it is more efficient and provides better customer service to route
the flight A-C-B-A. As long as delivery time requirements to destination Post Offices are
met, there is no disadvantage to the Postal Service. Examination of bush carrier
passenger and cargo flight schedules shows that the vast majority of points served and

flight operated involve clustering of nearby points.

Under the 298 reporting program, changing point order on a flight had no effect on data.
The number of departures, hours and miles remain the same or extremely close. In the T-
100 system, however, reroutings greatly affect the segment data reports. As will
developed more thoroughly later, the Postal Service has proposed burdensome and
potentially punitive reporting requirements that will inhibit the most efficient and

beneficial actual flight service in rural Alaska.
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Third, Excise Tax Reporting

Virtually all parties agree that the collection of excise tax data will be burdensome, has
significant flaws in its correlation with actual traffic, and will add costs to the process of
qualifying for and carrying mail. Proponents of the provisions argue that these
deficiencies are overcome by the need for some second reference point to verify the
accuracy of the T-100 market reports. The irony here is that proponents of excise tax
reporting claim it is necessitated by mail tender based on market share. Without market

share based tender, there would be no need for a second reporting system.

Despite these clear deficiencies that need to overcome, the requirement is a distinct part
of the Act and its purposes must be recognized. The language clearly requires two steps
be taken to comply with the goals of the Act. First, the Department must thoroughly
answer the concerns raised by the majority of the carriers about the accuracy and
relevance of the excise tax data. As will be shown below, excise tax collections are
subject to more variables and potential manipulation than traffic reports. The Department
must establish verifiable procedures to ensure accurate reporting, and the ability to use

the excise data in a consistent and fair fashion to determine eligibility for tender.

Second, all of the questions must be answered and procedures put in place before any
selection process can begin. The Act (§5402(h)(5)(A)(ii) states: “To ensure accurate
reporting of market share, the Postal Service shall compare the resulting percentage under

clause (i) to the lesser of [two excise tax calculations specified in under sub-clauses (I)

16



and (I1)].” Whatever forms the final regulations may take, consideration of excise tax

data is an absolute requirement for determining tender of bypass mail.

Excise Tax Collections Not Directly Related to Traffic Volumes

Excise taxes are not directly related to traffic in a market. While there is a multiplicity of
documents that can be used to verify actual revenue passenger count or revenue freight
volume, there is no single tax value for an individual revenue passenger or pound of
revenue freight. Excise Taxes, Appendix E, have various rates and elements. The
passenger tax consists of two parts, a tax of 7.5% of the applicable fare, and a segment
tax of $3.00 per flight. A passenger traveling from A to C via an online connection at B
pays two segment taxes while another passenger flying directly between A and C pays
only one. Segment taxes are not applied to certain to passengers traveling to or from
specifically listed rural destinations or points receiving Essential Air Service subsidy.
The huge variation of tax levels legitimately applicable to passenger fares means it will

be impossible to develop general standards for credibility of tax or traffic filings.

The 7.5% tax element is paid on the actual fare paid, so that amount varies greatly by
carrier, season, routing, and level of competition. This is the amount, for both passengers
and freight, which can be manipulated and falsified with ease. For a passenger traveling
between two points on a given day there is no single correct excise tax amount. For
passengers traveling at different times of year, or via different routings, the variation ion

excise tax is significant.
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The relation of excise tax collections and revenue freight volume in a market is even
more distant. There is no tax per pound of commercial freight transported. Taxes are
based on actual fees collected. Freight rates per pound in a specific market vary widely
depending on total weight of the shipment, the priority the shipper wishes to assign to the
movement, whether or not hazardous or dangerous items are included, or any specific
commodities. Large but light weight shipments can be charged for on the basis of
“dimensional weight”. In fact, many if not most bush freight shipments are subject to a
“minimum charge” which is much higher than the actual weight-rate. The same rate
would be charged, and excise tax collected, for a one-pound shipment as for a 50 pound
shipment. As noted above, it appears that carriers may try to exaggerate their freight

volumes by charging for baggage on freight waybills.

The Reporting Requirements will be Very Difficult to Meet

While computer programs exist that could be modified to record excise tax collections by
market, direction and traffic type, modification would be costly and time consuming.

The primary reason why no systems or procedures exist is that no agency, including the
IRS, requires this sort of recordkeeping. All other tax collections are based on units that
can be measured directly. The IRS has no requirements to detail or summarize excise tax

collections by route, direction, or category of traffic.

While the law is somewhat vague in the coordination of market reports and excise tax

collections, it is clear that eligibility for bypass tender is based on a market share in the
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outbound direction from the hub. Section (h)(5)(B) states, “Such calculation shall be
based only on the carriage of passengers on regularly scheduled flights and only on

flights being flown in a direction away from the hub point” (emphasis added). No reason

was given in the law why a directional requirement exists. Given the great variation in
excise tax collections in relation to traffic carried, all data should be collected in the most
consistent manner possible. To that extent, if excise tax reports have to be used at all,

they must be tabulated in the same fashion as the T-100 market reports.

Special attention needs to be paid to the question of handling interline and online
passenger connections. On interline routings, the excise tax is collected by the ticketing
carrier. Typically this is the larger carrier because few bush carriers have ARC ticket
stock. This is particularly true for passengers transferring from a larger carrier to a bush
carrier flying in a direction away from the hub. The excise tax collected is not prorated
among the participating carriers, and the particular destination may be exempt from
segment taxes. Similarly, taxes collected on online connections disguise the online origin
and destination of traffic. A similar concern applies collection of excise tax data for
code-sharing carriers. The carrier actually operating the service is often not the carrier

collecting and remitting the taxes.

The importance of determining the relationship between traffic and tax reports cannot be
understated. The problem comes from the Act’s requirement to use two disparate and
inconsistent measures to make a single determination, who is eligible for mail tender.

The dilemma recalls the proverb that says a person with one watch knows what time it is,
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but a person with two watches is never sure. It must be anticipated that there will be
cases where a carrier has more than 20% of T-100 market traffic, but less than 20% of the
associated excise taxes. This could happen if the carrier offers lower fares than its
competitors, flies only direct routes to the bush destination, or has a larger proportion of
interline tickets than its competitors. All of these characteristics reflect superior customer

service, but could be penalized because excise tax collections are less than traffic reports.

It must also be anticipated that there will be situations where a carrier has more than 20%
of the traffic and less than 20% of the excise tax collections, while a competitor has less
than 20% of the traffic but more than 20% of the tax collections. Would one carrier be
tendered bypass and not the other, or would both carriers be tendered, or neither? There
is a requirement that the tax reports be made public, just as the traffic reports will be.
The Department and the Postal Service must be able to handle complaints and conflicts
over who receives tender in competitive markets. Finally, these disputes will not be
limited to carriers with market shares at or near 20% for passenger service and 25% for
freight service. The law allows partners in a merger, purchase or consolidation to carry
forward and combine their market shares in determining qualification for tender. All
carriers’ data are subject to question because of the possibility of mergers. The
Department faces an enormous and possibly impossible task, but it must address and

resolve these problems before the selection process can begin.

Finally, it must be recognized that the sole reason for the collection and analysis of excise

tax data is to determine which carriers shall be tendered bypass mail. These reports are
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not required by any other agency or for any other purpose. Consequently, the entire costs
associated with collecting a reporting these data must be included as a “mail service

only” cost in the upcoming bush mail rate proceeding.
Excise Taxes are Easier to Manipulate than T-100 Data

T-100 reports have to be certified by an officer of the airline, and 'the Act provides
serious penalties for falsification of reports. The T-100 reports have a direct link to the
base data used to create the reports. It is strange that an additional and inconsistent
system of measuring market share would be added. It is even stranger when one
considers that the excise tax collections are easier to manipulate than the T-100 statistical

reports.

Use of excise tax reports favors carriers with larger aircraft. All operations of aircraft
with a maximum gross takeoff weight in excess of 6,000 lbs., including charters, are
subject to excise tax. Because the stated purpose of the Act is to support scheduled
passenger service, the Department must adjust excise tax reports to exclude operations

with over 6,000 Ib. aircraft not operating on a published schedule.
Carriers wishing to exaggerate their qualifying traffic could add infants, non-revenue

passengers and charter passengers to their reports. For the very small cost of an excise

tax payment, their apparent market share would be increased.
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Excise tax collections could be used to give legitimacy to shipments of company
material, employee freight shipments and baggage as if they were commercial freight.
For example, many carriers allow village agents up to 500 lbs. of non-revenue shipping
per month. If the carrier added a nominal processing charge for the transportation, say
$5.00 per month, and then taxed that amount ($0.31), the entire shipment could be made
to appear to be a commercial freight shipment. As noted above in the definitions of
traffic used in the T-100 reports, all non-revenue traffic should be excluded from
consideration. Excise tax collections cannot be allowed to create a loophole for counting

this traffic.

Excise tax collections can be used to manipulate the T-100 traffic data. Other techniques
can be used to artificially inflate the amount of excise tax collected over a route. One
tactic that has been widely used in Alaska is to have directional rates. On a round trip
routing, the rate for the segment that is counted in determining market share is priced
higher than the reverse direction. This means that more tax is collected in the qualifying
direction. Another ploy that has been used in Alaska is to charge a very high passenger
ticket price, with a high associated excise tax collection, but include non-aviation services
in the price. For example, the ticket price would include a free hotel room, or taxi
service, or meal vouchers, phone vouchers, liquor, or even cash rebates. All of these

tactics have been used in Alaska and the lower-48 to increase market share.

Excise tax collections are a poor indication of traffic carried, and a poor credibility check

for the T-100 reports of bypass carriers. Even if these reports are required for bypass
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mail carriers, any excise tax reports should specifically exclude carriers not carrying or
desiring to carry bypass mail. In recent meetings in southeastern Alaska, the Postal
Service announced that it intends to adopt the same market share criteria used for bypass
mail to determine eligibility to carry non-bypass non-priority mail. The move is for the
administrative convenience of the Postal Service to minimize computer program
development cost. The Act is clear, and the Department must reiterate that any excise tax
reporting requirements shall be strictly limited to those carriers desiring to participate in

bypass mail tender.

Rules for Reporting Standards Must Be in Place before the Beginning of the Selection

Period

The Consolidated Carriers oppose the use of excise tax data either as a primary or
confirming source of market share. Collection of the data will be costly, burdensome,
and subject to manipulation. Use of a second source of data will inevitably create
confusion and conflict, and will add to the already heavy burden of the Department in
administering mail rates and monitoring business practices of carriers and the Postal
Service. The Carriers encourage the Department to seek elimination of the excise tax
data requirement. In the meantime, the Department must establish clear rules relating to
the reporting of excise taxes before the beginning of the selection period on November 3,

2003.
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The Department should require a single spreadsheet or database that can be audited,
which includes all revenue traffic, the excise taxes collected for the traffic, the ticket or
waybill document, and the flight logs on which the traffic is carried. Appendix F
provides an example of the information that should be included in one place. This report
represents a burden on all bypass carriers, but should serve to prevent the greater burdens
created by trying to analyze large amounts of uncoordinated data, or having to adjudicate
disputes on market share and qualification for tender. Given the potential for
misstatements in excise tax reports, it is vital that the tax and traffic reports be
consolidated, and references provided to ticket or waybill documents and flight logs.

This document would also ease the task of auditing carriers.

An additional certification should be required from all carriers transporting bypass mail.
Both the T-100 and excise tax reports should carry a certification that the numbers do not
include baggage, non-revenue traffic, company material shipments, prize or promotional
tickets or shipments, or non-transport revenue. Carriers currently have no incentive to
exaggerate or mis-categorize traffic on T-100 reports. With the new incentives provided
by the terms of the Act, the additional certification is necessary to discourage new forms

of falsification.
Excise tax reports shall include a separation of operations performed with over 6,000 Ib.

aircraft. As all operations of over 6,000 Ib. aircraft are subject to excise tax, there must

be a way to separate scheduled from non-scheduled traffic for these aircraft.
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The Department should audit all carriers on a sampling basis to assure compliance with
excise and T-100 report requirements. The Department should also hold seminars are
regional hubs before putting any new reporting requirements into place to assure
understanding of the requirements. The goal should be to eliminate “ignorance” as an

€XCUuse.

Fourth, Actions Required to Remain in Tender of Bypass Mail

The section of the Act quoted by the Department is one of the clearest indications that the
selection process based on market share shall begin 15 months after the passage of the
Act. This section allows carriers a period of 6 months to determine which traffic pool
they desire to compete in, and begin concrete actions toward that end. While trying to
eliminate carriers not showing concrete evidence of their intent to compete, the section
also recognizes that the changes in traffic cannot occur immediately. The Act anticipates
a three stage process of implementing its terms. There is a six month period in which
carriers can determine how they will respond to the Act. Carriers that show no evidence
of wanting to participate can then be removed from bypass tender. Next is a nine month
period in which participating carriers can implement any changes in their systems to meet
the requirements of the Act. These changes can be as simple as adding or deleting
service points, or changing times or routing of existing service. These changes could also
involve major changes in operations specifications, adding passenger service, serving
new hubs, or adding aircraft. All of these steps take many months to accomplish, and

frequently regulatory approval. The final stage of the transition is the first 12-month test
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period to determine the initial pool of carriers to be tendered mail in each market and

traffic pool.

With regard to implementing 5402(s), it is clear that the only time market share can be
used to determine tender is at the end of the 12 month initial test period. This is
particularly appropriate because the Act requires use of excise tax data to determine
market shares, and no excise tax data exist now or in the foreseeable future. Determining
if a carrier is making a good faith effort to comply with the Act should be based on

concrete actions taken since the passage of the Act.

Carriers that take significant and concrete actions to comply with the changes in tender
brought about by the Act shall not be removed from tender in any market affected by the
changes. Furthermore, carriers that already holding the necessary operating authority and
are holding themselves out for business consistent with the requirements of the Act shall
not be removed from tender because of market share in any market until the end of the

initial 12-month test period.
Most bypass carriers in Alaska have had all the authority they need to operate the
services in the traffic pool they will participate in. The lack of change in their operating

structure cannot be viewed as unwillingness to compete under the new rules.

For carriers that have historically carried little or no passenger or commercial freight

traffic, their intent must be measured against concrete actions to qualify for tender.
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Among the changes showing intent are changes in operations specifications to allow
expanded or improved service. A change in liability insurance coverage is another
indication. Purchasing additional or different types of aircraft is a clear signal of intent,

as are additions of ground equipment and facilities.

Changes in marketing programs reflect clear intent to compete for market share. Such
changes in programs, all of which require lead time, include purchase of Yellow Page
ads, media advertising or public promotional efforts, hiring of sales or marketing
personnel, upgrades of passenger or freight facilities, or upgrades in administrative or
computer services to comply with the provisions of the Act. These actions all cost money

or require significant additional effort or expertise by carrier employees.

The intent of this section is to provide an incentive for carriers to take concrete action to
participate in their chosen traffic pools, without pre-judging their ultimate chance of
success in their venture. A survey of actions taken by carriers at bypass hubs has shown
that carriers across the state have expanded or improved their operations specifications,
increased insurance coverage, improved passenger and cargo facilities, and upgraded

their fleets.

Those carriers have increased the level of active competition for both passengers and
freight. Any carrier taking the actions listed above, and others showing similar intent,
must not be excluded from bypass mail tender until the end of the qualifying period on

November 2, 2004.
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Fifth, Preferential Tender to Part 121 19 Seat Operations

The Findings of the Rural Service Improvement Act of 2002 provvide very clear direction
on this issue. A primary reason for the provisions of the Act is to improve the safety of
passenger service by encouraging and rewarding operators that operate Part 121 service
with 19 passenger aircraft. The only special tender preference offered to Part 121 carriers
is for passenger service with 19 seat aircraft. In determining the applicability and level of
the Part 121 rate, only aircraft operated in passenger service with 19 installed passenger

seats should be included.

A second issue relating to what markets and service would be covered by the Part 121
rate involves carriers that also operate other aircraft. All precedent, legal and regulatory,
requires that mail rates be applied only to the services actually provided. Furthermore,
rates cannot be carrier specific for the same market. Indeed, current Postal Service
regulations require that a carrier use the aircraft class shown on its published schedule. If
a carrier wishes to change aircraft in a way that will affect the mail rate being paid, that
carrier must obtain prior permission from the Postal Service. Sections 2-3.2.1.1 and 2-
3.2.1.2 of the PO-508 Procedures Manual require that a carrier file a Mail Exception
Report (PS form 2734) with the local Postmaster and received prior permission before
transferring mail to an aircraft which is of a different class than the one to which the mail
was originally tendered. Section 6-2.4.2.3 requires a carrier to report any mail that could
not be transported as directed, and follow the instructions of the appropriate officer in

transferring or transporting the mail.
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Historically and consistently, the Civil Aeronautics Board and Department of
Transportation have based rate and tender decisions of service actually provided.
Mainline and bush rates were originally determined based on costs of aircraft actually
used in the transportation of mail. Mainline rates are adjusted with regard to the amount
of mail actually transported on each type of aircraft. The Department has consistently
required the Postal Service to pay rates based on service actually provided. Appendix G
includes correspondence to and from the Department in which this policy is clearly
stated. The Department has also rejected arguments from the Postal Service that aircraft
that were in a carrier’s fleet but were not used in intra-Alaska mail transportation be

included for ratemaking purposes. (Appendix H)

39USC5402 is clearly based on the actual types and classes of aircraft used in the
transportation of mail. Eligibility for tender is based on the type of aircraft used, and
various hub points are designated for mainline service. All definitions and rate setting

procedures included in the Act refer to service actually provided.

Federal Aviation Administration regulations and practices are based directly on the type
and class of aircraft actually being employed and service being provided. Parts 91, 121,
125, and 135 apply to distinctly different operations. Each type of operations can be

clearly identified as to its governing regulation, and each regulation applies to a distinct

and defined type of operations.
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Insurance regulations under 14CFR205 are different for charter and scheduled carriers,
with further differences between large and small passenger aircraft. While the
Department has very clear baggage liability requirements for carriers operating large
aircraft, it specifically exempts small aircraft from the requirements. The regulations

have clear demarcations and apply the regulations accordingly.

The Rural Service Improvement Act itself sets specific categories of service and specific
requirements to qualify for bypass mail tender. Each designation, whether mainline or
bush, passenger or cargo service, wheeled aircraft or float aircraft, is clearly distinguished
by its own clearly defined characteristics. The Act requires the Department to establish
rates of payment consistent with the various categories of service specified in the Act.
There is nothing in the Act authorizing or allowing rates paid in a specific market to be

different than that for the actual service provided.

With all this clear and consistent precedent, it is ludicrous to contend that payment for
mail transportation can be based on anything but actual service provided. It is not legal
to pay rates based on the contention that a point could be served by a 19 seat Part 121
aircraft, or that a carrier serving a point provides 19 seat Part 121 service elsewhere. Ifa
point receiving only Part 135 service has an airport that will accommodate Part 121
aircraft, and a carrier that actually operates 19 seat Part 121 aircraft serves that point, it is
clear that the point will not financially or safely support 19 passenger Part 121 service.
The Part 121 carrier would have made a definite business or operational decision not to

serve the point with 19 seat Part 121 aircraft.
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Only those markets where 19 seat Part 121 passenger service is actually operated should
be covered by the Part 121 rate. There is no need whatever for any listing of Part 121
capable airports. A carrier operating under Part 121 cannot legally serve a point unless it
is on its operations specifications and has been subject to proving runs. There is no need
for the listing in order to assist the Postal Service in applying its rates. The schedule
listing provided to the Postal Service by the Official Airline Guide clearly identifies each

Part 121 aircraft type to which the Part 121 rate could apply.

The PO-508 requirements are very specific about notifying Postal Service officials in the
case of a change in aircraft affecting mail rates. Carriers must receive advance

permission to carry the mail on a different class of aircraft, and can be directed to transfer
the mail to another carrier. As will be shown below, specific regulations can be imposed
that will minimize changes in aircraft that could change mail rates. The proposed airport

list is of no value and is unduly burdensome on the carriers involved.

Sixth, Application of Part 121 Bush Rates

The Act and appropriate operating regulations support only one interpretation of the
application of Part 121 bush mail rates. The rate shall apply only to mail carried on
passenger aircraft operated under Part 121 with 19 installed passenger seats. The only
special preference provided for a type or size of aircraft is for Part 121 aircraft with 19
installed passenger seats. The reason stated for this preference is to provide an incentive

for carriers to maximize the number of passengers carrying under the higher Part 121
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regulations. The Part 121 rate is designed to assure a correct and adequate pay rate for
the carriers providing the preferred service. Whether this rate will be higher or lower

than other bush rates remains to be determined.

This question again reflects the need to couple rates with service actually provided. It is
clear in the legislation, and in the positions taken by various parties since its passage, that
how a person wants the Act interpreted depends on what will benefit that person most.
Carriers operating 19-passenger Part 121 will argue that they should receive preferences
for service operated with less than 19 seats, or even with Part 135 aircraft. The Postal

Service will argue whatever position will minimize its costs for mail transportation.

Yet the Act gives overwhelming and consistent weight to the service actually being
provided. Carriers must achieve a specific market share in order to receive tender, and
that market share is based on specific reports. Heavy penalties are imposed for falsifying
the actual results of operations. Only one class of carrier is specifically created and
provided preferences in the passenger mail pool, and that is operators actually providing

service with Part 121 aircraft with 19 passenger seats installed.

As will be shown below, the creation of the 19 passenger Part 121 mail rate is a result of
the creation of that class of tender preference. This position is reinforced by recognizing
what the Part 121 rate does not cover. The Part 121 rate does not universally cover any

specific make or model or aircraft, application of service, or payload. The Beechcraft 99

is an aircraft that could be operated under Part 121 if all 15 certified passenger seats are
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installed, but the aircraft is operated under Part 135 in Alaska. It would never, however,
qualify under the 19 passenger Part 121 preference. The Beechcraft 1900 does have 19
passenger seats. When operated with all 19 seats in scheduled passenger service, it is
governed by Part 121. Operate the same aircraft and configuration on a charter and it is
controlled by Part 135. Run the same aircraft in scheduled passenger service with
reduced seating, as is commonly done in Alaska, and it is a 135 aircraft. The 1900 is
always operated under Part 135 as a scheduled or charter aircraft in cargo service. The
law is very specific about establishing a float plane rate, a Part 135 wheel plane rate, and
a Part 121 19 seat aircraft rate. No other rates are mentioned. It defies logic to create a
fourth mail rate when the exact same aircraft would be classified in different categories

depending on the certification of the airline and the type of service provided.

Given this rate structure and the tender preference given to Part 121 19-passenger
aircraft, the Department and the Postal Service must assure that mail is tendered in a fair
and consistent fashion. Mail tendered to carriers on the basis of Part 121 19-seat aircraft
must only be carried on those aircraft. Mail that cannot be transported by the preferred
carrier in the designated aircraft must be transferred to another carrier. A carrier must not
be allowed to gain tender through deceptive means or by publishing a schedule it does

not have the aircraft to operate.
Aside from the Part 121 19 passenger aircraft, all bush aircraft should be divided into

groups of land aircraft and float aircraft. The Department’s policy of using class rates to

encourage efficient operations is well proven. The Postal Service has long argued that
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larger aircraft are more efficient than smaller aircraft. If the Postal Service is correct,
including all bush aircraft except Part 121 19 seat aircraft will result in the lowest
possible bush rate. The presumed cost efficiencies of these larger aircraft would be
benefit the Postal Service even at the smallest points where the larger aircraft do not fly.
Inclusion of larger aircraft in the general bush rate would result in the lowest possible
multi-element rate, and the lowest total cost to the Postal Service for bush mail

transportation.

This rate structure is also the easiest system to administer. The same aircraft type would
not be divided into two different categories, and complex divisions of reports would not
have to be kept. Larger bush aircraft that do not operate under Part 121 would be
included in the bush rate paid to all land aircraft. If the Postal Service is correct and these
larger aircraft are more efficient, then operators of these aircraft would be given an
incentive to expand their use. This is consistent with the goals of the class rate which

rewards more efficient carriers and aircraft.

The Act specifically requires development of a three part bush rates as described above.
The Act gives the Department discretion on how the rates within each category are set,
but does not provide a provision for a fourth subdivision within the rate. The only
preferential rates or subdivisions allowed are those specifically enunciated in the Act. It
should also be noted that the Act places limitations on equalization between bush and
mainline carriers, but there is no limitation placed on equalization of rates among the

various categories of bush rates. The Department shall not place any restrictions on
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equalization between bush rates, and the Postal Service must recognize all properly filed

equalization notices.

Seventh, Bush Ratemaking Considerations

This section is a lengthy discussion of ratemaking procedures and practices. It is hoped
that the ratemaking procedures can be set as quickly as possible. The ultimate goal is that
new rates be set before the beginning of the carrier selection period on November 3,
2003. The current rate structure has been in effect for approximately 20 years. The first
petition for a bush rate structure was filed in 1982, and the Civil Aeronautics Board
immediately began the process of collecting data and setting standards. The bush rate
standards were based on historic mail ratemaking procedures for larger aircraft, with

some adjustments for the smaller aircraft size and data limitations.

The ratemaking process for bush carriers was less sophisticated and accurate than for the
mainline rates because of the rudimentary reports then in place and the accounting
systems used by the bush carriers. A consistent complaint of the Postal Service, in both
mainline and bush proceedings, was that there were not sufficient accurate data to support
the conclusions reached by the Department. Increased reporting requirements for bush
carriers, and improvements in financial and statistical accounting programs should
provide the basis for very accurate rate setting and adjustments. As in previous mail rate

cases, regardless of the entity covered, there will need to be some special reports
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submitted by the Postal Service and the carriers to identify the relative costs of carrying

each type of traffic, and the effect of dispatch practices on those costs.

Evolution of Ratemaking Standards

The current mail rate structure was based on the mandates of the Airline Deregulation
Act, as well as then existing procedures for mail handling specified by the Postal Service.
Under the two tiered rate structure (mainline and bush) all certificated carriers were
eligible for all classes and types of mail in all Alaskan markets. There were no
limitations of equalization of rates by bush carriers. Class rate structure covering the
entire state with a single rate was adopted to encourage efficient operations. By law, mail
rates must be compensatory for the class as a whole, and the rates originally set and
subsequently adjusted did and must continue to meet this standard. Bush carriers were
paid the same rate for priority and non-priority mail because there were no essential
differences in the costs of handling or transporting the two classes of mail. Equitable
tender among competing carriers was assumed based on the existing practice of the
Postal Service. Equitable distribution has now been mandated by the Rural Service
Improvement Act. The C.A.B., and subsequently the Department specifically excluded
certain passenger related expenses as being unrelated to the mission of transporting mail.
This consisted of “Traffic Related Expense” on he 298 F-2 report. These exclusions
included flight attendant expense, passenger liability insurance, passenger marketing

expense, credit card fees and head taxes or passenger based fees.
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Since the initial setting of the bush rates, there has been several changes in regulations,
law and industry practice. There has been a significant increase in the number of bush air
carriers, and types of operators. When the initial mail rate proceeding was set, data were
gathered from 19 air carriers. This included the vast majority of all bush carriers then
certificated. All of these carriers transported passengers as well as freight and mail.
Today nearly three dozen bush carriers transport mail under the class mail rate. A new
class of carrier, bush all-cargo, has emerged. The list of carriers included in the
ratemaking pool has changed dramatically. The vast majority of the carriers that were
included in the initial pool are not longer operating as they were, have gone out of

business, been sold, or were removed from the pool by Department action.

A major change in mail dispatch and delivery practices resulted from the enactment of
the original “Stevens Amendment”. By requiring carriers to have at least 12 months of
scheduled operating experience before receiving tender of bypass mail, the costs of
qualifying for tender were increased and the competitive pressures among carriers
decreased. Postal Service practices were modified to recognize the requirements of the
Act, and a third category of mail distribution standards was created specifically for
bypass mail. The stated goal of restricting bypass mail to carriers demonstrating a year

around commitment to bush service was met, but at an added cost.

The Postal Service modified and increased its requirements for mail handling and

delivery, and added staff to enforce the increased standards. These actions improved

mail handling and delivery, but also increased carrier costs. A relatively significant
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change in FAA regulations took place in 1995. The FAA changed its regulations to
require that all multi-engined aircraft used in scheduled passenger service with a seating
configuration of 10 passengers seats or more must be operated under FAR Part 121.
Previously, aircraft with fewer than 20 passenger seats were regulated under FAR Part
135 regardless of their commercial use. This change was strongly opposed by Senator
Ted Stevens, who predicted a reduction in use of 10-19 seat passenger aircraft. The
higher cost of operating these aircraft under Part 121 has significantly reduced the
number of carriers using them. From the time of the establishment of the bush rate class
until 1995, at least 20 different airlines operated 10-19 seats aircraft in scheduled
passenger service (although not all at the same time). These aircraft were operated at
bases from Barrow to Ketchikan. Today only three carriers operate 10-19 seat aircraft in
scheduled passenger service. The upcoming rate setting must also include the effects of

the Rural Service Improvement Act, as far as those effects can be quantified.

General Principles to be Applied

It is important that applicable bush mail rates be set as quickly as possible. Mail rates
structure is a vital part of carrier decision making, and the new structure and rate (if
possible) should be known before the beginning of the 12 month carrier selection period
this November. The new rate structure should accommodate changes in tender practices
and carrier participants that can be reasonably expected to take place. The division of

bypass mail tender into distinct groups, and the eventual preferential tender of some mail
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to Part 121 19-passenger aircraft, will shift the mix of carriers and underlying cost

structures.

It is suggested that procedures developed in the mainline mail rate case be adopted where
feasible. These changes have been evolutionary in the mainline rate, based upon the
ability to accurately quantify expenses and mail transport practices. All carriers currently
transporting mail should be included in the basic rate calculations. A sample of
representative carriers could be used for more detailed studies of cost characteristics, but
the results should be applied to a universal pool of carriers. The current method of
projecting rates to the covered period should be continued. All costs related to the
requirements of the Rural Service Improvement Act must be included in the ratemaking
base. The linehaul rate for Part 121 19-seat aircraft can be reasonably estimated by
adjusting the costs of appropriate aircraft for any changes related to having 19 seats

installed.

Rates Should Be Established as Quickly as Possible

The Department froze bush rates in 2001. This action was taken as a response to the
expected passage of what became the Rural Service Improvement Act, and that changes
in reporting requirements for certificated Alaskan bush carriers. While the Department
noted that it had been some time since a base rate had been set for bush carriers, there
was no claim or assumption that bush mail rates were too high. Theoretical arguments

were made about possible effects of increased aircraft size and the higher costs of the
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larger aircraft, the existing data were not sufficient to document any change from the

current rates.

The current group of bush carriers is quite stable. There have been no additions or losses
of bush air carriers for some time. No new bush or mainline hubs have been added, and
the level of competition and number of carriers participating at each hub has been stable.
All of the carriers are experienced in their operations, and the facilities and capital

structure are stable.

The overall fleet of aircraft of aircraft in the industry is stable. One additional carrier has
purchased twin turbo-prop aircraft, but is not operating them under Part 121. All of the
aircraft in the various fleets have been in place for years, and the carriers are operating

the aircraft efficiently.

Financial and statistical reporting is stable. The primary financial and expense report
used in setting rates, the 298 F-2 report, has been in place for years. Virtually all carriers
reporting have been carefully audited by D.O.T. staff. While the T-100 statistical
program is not perfect, Alaskan carriers have continued to file the 298 statistical reports.
The role of the T-100 reports is relatively minor in any case and deficiencies in those
reports will not substantially affect the outcome of the proceeding. If the Department
determines to weight carriers in the cost pool by the amount of mail carried, the Postal

Service is the best source for those data.
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In any initial rate setting process there is a need for more detailed data in order to make

cost allocations or weight various activities by use of assets. Topics include analysis of
the ground handling costs of various sized aircraft, and the effect of increasing payloads
on linehaul costs. The majority of bush carriers now have sophisticated financial and

statistical computer programs, particularly those carriers operating larger aircraft.

The Department has established a clear road for setting of rates in Alaska. The questions
of rate setting addressed in the bush rate derivation, as well as the mainline rate case,
have been well considered and addressed. Even given that there is a need for some
additional data on specific points, the Department should begin immediately to set rates

for effect by November 3, 2003.

The Carriers suggest a two-stage procedural process. T-100 data and financial reports for
the year ended June 30, 2003 should be used to develop and test bush rates within the
defined breakdown. Any allocations or special cost subdivisions should also be based on

the year ended June 30, 2003.

Appendix I lists special studies that could be useful in setting the various levels of bush
rates. The D.O.T. shall make T-100 segment and market data available within 15 days
after the due date for June reports, as well as copies of all quarterly reports for all bush
carriers for the four quarter through June 30, 2003. It is anticipated that those data would

be available to all parties on or about August 25, 2003.
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Within 30 days of the dissemination of the financial and statistical reports, parties may
propose their mail rates, and justify or explain the elements of their plan. The
Department shall issue a Show Cause Order within 30 days of the receipt of the various
rate proposals. The Show Cause Order would include the results of the application of
data from the 12 months ended June 30, but would also update the rate through
September 30, 2003, in accordance with the Department’s announced bush rate updating
plan. A Final Order would be issued within 30 days of receipt of Answers to the Show-
Cause Order. Annual updates would be made on the basis of data for the 12 months

ended each September 30.

Rate Adjustment Method Should Accommodate Changes in Service Pattern and Tender

The specific effects of the Rural Service Improvement Act are unclear. While the
number of carriers serving each market will be diminished, it is possible that all of the
current bush carriers could continue to operate in some fashion. New classes of rates are
being proposed, and the mail will be artificially divided among passenger, cargo and
other carriers. These pools of mail will change over time as the “other” pool is
eliminated. The potential effects of Part 121 19-passenger aircraft preferences are
unknown. Finally, the Postal Service has announced a complete revision of its dispatch
and reporting requirements resulting from the Act, but has not said what those revisions
will be. For all of these reasons, the basic rate and adjustment methods should be able to

reflect changes in the industry that will surely occur over time.
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The Rate Structure Should Adopt Features of the Mainline Rate

For years the Postal Service contended that mainline and bush mail rates did not
accurately reflect the true cost of carrying mail because it did not consider actual
distribution and carriage of mail. The Postal Service argued that the mail rate should be
weighted on the basis of the actual amount of mail carried by each carrier and aircraft
type. The primary difficulty in adopting this process for mainline rates was determining
when data were sufficiently accurate for new entrants. The stable industry condition
noted above and the effects of the Act will minimize that problem in the foreseeable

future.

The advent of the T-100 reporting system has given the Department the tool needed to
allocate expenses and traffic by carrier and aircraft type. While it appears that not all
carriers are accurately reporting their T-100 data, those deficiencies are easier to resolve
than using less detailed data. The Department will have 12 months of data from the T-
100 reports from the carriers, as well as market reports and 298 reports for use in
verification. As the quality of the T-100 reports improves, so will the accuracy of mail
rate adjustments. It is critical that the Department commit adequate effort to ensuring the

accuracy of the reports.

As with the setting of the mainline rate and change to a model based on actual mail

carriage, there will be a need for supplemental reports from carriers and the Postal

Service. Carriers now have sufficient financial and statistical reporting system to support
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these analyses. Further, it is the larger carriers that operate the variety of aircraft that
could have different cost levels. Smaller carrier usually operate one or two types of
aircraft, and in no case operate aircraft with significantly different payloads or flight
characteristics. These larger carriers have the ability to provide detailed data necessary to

set the rates.

The mainline model more accurately reflects the relationship between passenger, freight
and mail traffic. The Act creates an absolute requirement for carriers to participate
actively in either passenger or freight carriage in order to qualify for bypass mail tender.
The mainline model can be adapted to weight costs in accordance with the mandates of

the Act.

The mainline model will automatically adapt to the unknown changes in Postal Service
tender policy, as well as eventual changes in carrier service. The problems in adapting to
changes in the mainline model have come from carriers being tendered bypass mail
before their reporting was up to standard. Under the Act, bush carriers seeking bypass
tender will have to file at least one year of compliant reports before they are given bypass

tender. The accuracy of reports will precede mail tender.

The same cost considerations applying to bush carriers also applied to mainline carriers at
the time of rate setting and adjustments. Some of these considerations were addressed
directly in the Act, but the current mainline structure accommodates both passenger and

freight carriers in a single structure.
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All Carrier and Aircraft Types Must be Included

The original bush rate used a large sampling of carriers to establish the base costs.
Carriers were excluded on the basis of small size or questionable reporting capability.
The carrier mix used reflected an accurate mix of large and small carriers, as well as
geographic diversity. Most important, the carriers selected operated all of the different
aircraft types then used in bush mail transportation. Inclusion of a representative mix of
aircraft types is even more important than selecting a representative sample of carriers.
While there has been a large turnover among bush mail carriers since 1982, the aircraft

fleet has remained much more stable.

Virtually all of the currently operating bush carriers have had their financial reporting
systems audited by the Department. Based on the findings of the auditor, there is good
compliance with financial reporting regulations from top to bottom. The accuracy of the
T-100 reports is being sorted out now, but there is no indication that any class or size of

carriers are filing more or less accurate results that the industry as a whole.

The mainline model will accommodate a comprehensive and inclusive bush rate study.
The mainline rate is a semi-automated model using a spreadsheet. Cost and statistical
data are entered for each carrier and the cost allocations are made automatically. The
same algorithm will support two carriers, four carriers or 35 carriers. This model also
allows setting of rates for different entities in a uniform fashion, and allows for accurate

comparison of rates between the entities.

45



As accurate as the current mainline model is, it is only to be used to adjust base rates set
through a comprehensive original study. As with the current bush rate adjustment
technique, the mainline adjustment model does not set as new base rate at each change.
The setting of the current rate structure, however, should correspond to the update

methodology.

The Current Projection Methodology Must be Continued

Under law, mail rates paid to carriers must be compensatory during the period the rates
are paid. Historically, the Department analyzed carrier costs for a particular period and
ordered a rate retroactive to that period. This resulted in both payments and paybacks
for the carriers. The Postal Service did not like the out-of-period cost changes for them,

and nobody liked the highly volatile nature of the rate changes.

The Department solved the various problems by adopting least-squares trend lines for
linehaul and terminal rates. The unit costs used for adjusting rates became data points in
a moving time series of data. Index adjustment factors were projected to the middle of
the effective period of the rate. The trend line has resolved the volatility and retroactive

payment issues.

By definition, a trend line is not absolutely accurate at any given point in time because it

dampens radical changes in rates and carries forward trends to a future period. This is a

blessing if moderated change and predictability are valued. Trend lines also reflect
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complex changes in an accurate fashion. A number of potential changes are anticipated
by various parties, and use of trend line projection to adapt the rate case to any and all

actual changes is required.

The accuracy of a trend line, and its response to turning points is based on the number of
data points included and time period covered. There is a legitimate concern that using
past trend line points will not quickly accommodate the changes anticipated as a result of
the Act. The Department can either start an entirely new trend line with the base rate
setting, or adjust previous trend line data points to intersect at the new base rate.
Essentially this involves moving the entire series of points up or down until the data point
projected from the trend line equals to actual base rate computed by the Department. The
Carriers have no position of which technique should be used to establish the future trend
line, but suggest that quarterly or semi-annual data points be established for each rate
even if rates are actually set annually. This will dampen volatility and identify true

turning points in rate trends more accurately.

All Costs Required to Carry or Qualify for Tender of Mail Must be Included in the Mail

Rate

The division of costs between linehaul and terminal factors should be continued. This
multi-element rate has proven to be the most accurate way to determine rates covering a
wide variety of conditions and carriers. When the bush rate was originally set, the only

qualification for tender of all categories of bush mail (priority, non-priority, bypass) was
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a certificate of public convenience and necessity issued by the Department. There were
no external requirements relating to aircraft size, location, type of operation, or type of
traffic carried. Once a carrier received a certificate, it was immediately eligible for all

types of mail.

In 1988, the passage of the Stevens Amendment placed additional by non-discriminatory
requirements on carriers desiring to carry bypass mail. While this delayed dispatch of
bypass mail only for new carriers, there were no requirements relating to the type or
aircraft, operating rules or type of service provided. An all-cargo carrier operating under
Part 135 was entitled to the same consideration as a passenger carrier operating under

Part 121. The 1995 revisions to the Amendment had no effect on bush carriers.

The passage of the Rural Service improvement Act, however, creates an entirely new
costing model. §5402(h)(6)(A) directs the Secretary to establish a new bush rate, and
specifies the divisions in the rate that should be made. §5402(k)(1) requires to Secretary
to consider at least every two years the need for a new rate investigation. This would be
performed in conjunction with annual updaters of the bush rates. The Act directs the
Secretary not to take in account the costs associated with passenger service when
updating rates or determining the need for a new rate. This clause, which applies to
updates of rates and determining the new for new rates, is meant to exclude passenger

cost changes from the determination of rate adjustments or the need for new rates.
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A. All Costs Necessary to Qualify for or Carry Mail Must be Included

The base rate established for bush carriers included all costs logically associated with the
carriage of mail, and then prorated those expenses by traffic type. Because mail tender
did not require the carriage of other types of traffic, costs specifically associated with
passengers or freight marketing and handling were excluded. Under the original
regulations, mail-only carriers were not excluded. Indeed, these carriers in theory would

have the lowest total costs and were closest to the contract mail model.

The Postal Service successfully argued that expenses uniquely associated with generating
or handling other categories of traffic should not be included in the mail rate. Cost such
as cabin service (flight attendants, food, and beverage service), passenger liability
insurance, advertising, credit card fees and promotional expense were excluded from the

cost pool used to establish terminal charges.

While it was recognized in theory that there could be cost uniquely associated with mail
handled that could be charged entirely to mail service, none were documented in the
original rate. The Act, however, creates expenses that are clearly associated only with

the transportation of mail, or for qualify for or documenting qualification for mail tender.

The goal of the Act however, is to require that all carriers first establish a significant

market share in passengers or freight before being tendered bypass mail in a market. As
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will be discussed below, the Postal Service intends to extend this requirement to all mail.

Mail will no longer be tendered without regard to other traffic or type of operations.

B. Changes in the Act Must be Reflected in the Cost Pools

In order for a carrier to receive tender in the passenger mail pool, it must have at least a
20% market share of the O&D passengers in that market. In order to carry that level of
traffic, a carrier must maintain the required level of passenger insurance. Additionaily, it
must market and promote its service to the extent necessary to obtain the requisite market
share. Unless these expenses are incurred, the carrier receives no tender of mail. To
maintain a compensatory mail rate, the Department must include all operating expenses
in setting mail rates. To the extent that there are costs unique to the transportation of
mail, those expenses shall be removed from the common cost pool and charged entirely

to the mail rate.

The various bush rates shall be computed strictly in accordance with the Act. A specific
rate shall be set for Part 121 aircraft with 19 passenger seats. All other aircraft shall be

divided into wheel and float aircraft and computed accordingly.

Rates paid to carriers shall be based on service actually provided, not service that a
carrier is authorized to provide. The Part 121 19-passenger rate in the passenger pool
shall not be paid unless a Part 121 carrier provides frequent and consistent 19-seat aircraft

service in that market, and all bypass mail tendered at that rate is carried on those aircraft.
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Other carriers will have the right to equalize to the lowest rate at their discretion, but if
the Part 121 carrier cannot transport mail tendered to it on its 19-seat aircraft, that mail
must be transferred to other carriers at the applicable rate. Service provide in Part 135
aircraft must be compensated at the Part 135 rate, regardless of the identity of the carrier

transporting the mail.

Linehaul expenses have been prorated on the basis of the weight based portion of the
aircraft used by each category of traffic, weighted for boarding priority. The advent of
the Act and the availability of the T-100 reports now give the Department a more
accurate method of prorating expenses among traffic types. Passenger and freight
carriers qualifying for tender on the base of their market share of passengers in a market
in the outbound direction from the hub. This probably is specified because that is the
primary direction of mail flow. T-100 segment data outbound from the hub shall be used
to prorate the linehaul transportation expenses, after adjustment of the weight for
boarding priority. For bush rates, the boarding priority for non-priority mail shall be the

same as for priority mail.

Costs unique to the handling or transportation of mail should be specifically identified
and charged entirely to the mail rate. Example of these costs would be for facilities and
equipment used only for the handling of mail, or facility upgrades and security
specifically required by the Postal Service. Other costs would be base personnel or

village agents whose only compensation is for the transportation or handling of mail.
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To the extent a Part 135 carrier is required to convert to Part 121 authority to maintain

mail tender, the costs of conversion shall be charged to the Part 121 19-seat aircraft.

In determining the bush mail rates for points served only by water landings, the
Department shall set both linehaul and terminal charge rates separate from those of land
aircraft. It is clearly recognized that float aircraft fly more slowly, burn more fuel per
hour, and have small payloads than their land plane counterparts. Float aircraft are also
more difficult to load and generally loaded at a greater distance from the carrier’s
terminal than land aircraft. The Department must consider differences in departure
related expense unit costs between float aircraft and land aircraft. Most float departures
are operated by carrier with completely float plane fleets, but the Department may want
to seek cost breakouts from carriers that operate both water and land aircraft in mail

service.

Eighth, Data Retention Requirements

While the language of the Act pertaining to data retention is similar to that already in
effect, the law appears to extend data retention requirements to new documents and
sources. The Carriers offer only two suggestions. First, if a carrier maintains computer
records of data from original documents, or scanned copies of documents, retention of
paper documents should not be required. Second, any additional costs associated with
record preparation and retention associated with the Act should be charged entirely to the

cost of mail transportation.
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Additional Points

Proposed Changes in Non-Bypass Mail Tender

The changes enunciated in the Act are not being applied in a vacuum. The U.S. Postal
Service has already begun to enact new requirements on carriers, and plans to request
significant changes in data reporting as well. These changes will have a significant
impact on carrier qualification and operating costs. Appendix J includes excerpts from a

U.S. Postal Service presentation made to carriers in Juneau on May 15, 2003.

In summary, the Postal Service proposes to adopt the bypass tender requirements from
the Act and apply them to all mail distribution across Alaska. Distribution of priority and
non-bypass non-priority mail will made only to those carriers having a 20% market share

of outbound passengers, or a 25% market share of outbound commercial freight.

These changes can only reduce the amount of scheduled passenger and commercial
freight service offered across the State. The law specifically addresses distribution of
bypass mail only, and clearly anticipates that all carriers will remain eligible for all other
classes of mail. Any requirement related to market share for non-bypass mail will have
clearly detrimental results. First, it will make it even more difficult for new carrier to
qualify for mail tender because they face the prospect of operating for at least a year

without any mail revenue at all. This certainly gives aid and comfort to incumbent
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bypass carriers, and eliminates incentive to operate more efficiently as it will be much

more difficult to carriers to be displaced from tender.

Second, the proposal includes markets and carriers not affected in any way by the bypass
regulations. The primary question is what additional reporting requirements will be
imposed on non-bypass carriers? If the Postal Service is going to apply the requirements

of the Act, will non-bypass carriers be required to file excise tax data?

Imposition of these rules on non-bypass markets will have the result of reducing service
and competition. Non-bypass markets are smaller than bypass markets, and do not have
all-cargo service. All scheduled service is offered for both passenger and freight service.
If a market is served by three carriers, but only two of them have a 20% market share, the
third carrier would be shut out of all mail tender. It would have the option of eliminating
service, or going to all-cargo operations. In either case, passengers in these markets will

lose service.

The rationale stated by the Postal Service for these changes is that it will reduce
programming costs if it can use a single system for dispatching all mail. It can be argued
that this is penny wise and pound foolish because it eliminates substantial actual and
potential competition. The fact is that this mail distribution policy will affect every non-
bypass carrier in the State, and will seriously affect passenger service. The Department
must direct the Postal Service to apply historic equitable tender standards for all non-

bypass mail
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Proposed Changes in PO-508 Procedures

In February, the Postal Service announced that it would be changing its dispatch policies
to respond to the provisions of the Act. It provided copies of some changes, which are
attached as Appendix K. It is clear that the proposed changes materially exceed the
provisions of the Act, and directly contradict existing law and rate orders. As noted
above, the Postal Service plans to extend the provisions of bypass tender to non-bypass
markets and carriers. In total, the Postal Service is seeking to preempt the provisions of

the Act and authority of the Department to set rates and insure fair and open competition.

Of particular concern is a proposal to add separate reporting requirements for carriers that
expand on the T-100 data. The Postal Service is proposing that carrier file real time
reports showing each individual flight operation. In addition to the data required by T-
100 reports, the Postal Service would require specific arrival and departure times at each
point. Collection and reporting of these data would be very burdensome and costly, and
provide no benefit that is not already available to the Department or the Postal Service.
Under the Postal Service’s changes, any carrier not complying with the special reporting
requirements would be removed from tender, regardless of their qualification under the

Act.

The Postal Service rationalizes the requirement for these reports on language that carriers

must “exhibit an adherence” to their schedule in mail service. This does not represent a

change in any requirement in regulations or law. Indeed, the new requirement is less
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strict than the previous language which only required the carrier to adhere to their
schedules “to the best of their ability”. There are existing Department regulations
relating to unfair or deceptive business practices. Over the years the Department has
initiated enforcement proceedings against carriers when there was evidence of unreliable
operation. The Act changes nothing in regard to the performance of schedules. It sets no
specific standards, and does not provide any mechanism for determining whether a
carrier is “exhibiting an adherence to such scheduled flights”. The language in the Act is
no different than the language applying to all air carriers under the jurisdiction of the
DOT. The requirements are no different for a bypass carrier in Alaska than they are for

an all passenger commuter carrier in Florida.

The only entity authorized to take action against a carrier for unreliable performance or
unfair or deceptive business practices is the Department. The only provision of removing
a carrier from mail tender in the Act is for falsification of T-100 or excise tax reports.

Neither of these reports is submitted to the Postal Service, or subject to its authority.

The greatest irony of the proposed reporting requirement is the reason the Postal Service
says it is necessary. The Postal Service claims it needs the extensive new reports to
determine if the mail is being delivered in a proper fashion. To begin with, the delivery
standards under the Rural Service Improvement Act are no more stringent than
previously. It must be assumed that current procedures are entirely adequate. Second,
the D.O.T. T-100 reports already provide significantly more detail and information than

was provided previously, and the detail is provided monthly instead of quarterly. Third,
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the Postal Service itself is the best source of information about delivery standards. Its
Postmasters are the primary contact point for the Postal Service in each village. In
addition, the Postal Service is the first point of contact for complaints about late delivery
of bypass mail. Under a new data management system proposed by the Postal Service,
they would provide information directly to bypass addressees regarding the delivery of

their shipments.

It appears that the Postal Service plans on extending these onerous reporting requirements
on all carriers, not simply those that are transporting bypass mail. All non-bypass mail is
delivered directly to the destination post office. Clearly the Postal Service is the best
authority on whether and when mail is delivered to its own facilities. There is absolutely

no need for these intrusive and burdensome reports.

Finally, if the Postal Service does impose any sort of additional reporting requirements
based on the provisions of the Act, those cost must be accounted for separately by
carriers, and all associated expenses changed directly to the Postal Service in mail rate

proceedings.

Requirements for Preferential Tender

One of the clearly stated purposes of the Act is the encouragement of Part 121 passenger

service. To that end, the Act calls for an absolute preference for air carriers operating

passenger service with 19-seat aircraft. The only way that incentive will work is if it is
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applied precisely as stated in the law. To that end, the Department must monitor the Part
121 flights to assure that they have 19 installed passenger seats installed, and that all
bypass mail tendered to that carrier is carried on 19-seat aircraft. The Postal Service will
also bear the responsibility to assure that any bypass tender is carried only on the
qualifying aircraft. Both agencies must prevent carriers claiming preferential tender from
using the mail to support non-qualifying aircraft. Mail tendered to preferred services that
cannot be transported on the designated aircraft in the specified time shall automatically

be transferred to another carrier.

No Merger or Consolidation Benefits can Apply Before November 3, 2004

The act has a specific provision allowing carriers that do not qualify for tender on their
own to merge or be bought out and combine their market shares for one year. In order
for those provisions to take effect, there must be at least one year of separate market
share data upon which the merger could be based. The Postal Service has announced that
it intends to update its tender list quarterly, so carriers seeking to consolidate can pick
their most advantageous time. The only limit is that there must be at least one year of

certified market shares kept before any consolidation can take place.

The T-100 Reporting Process is Still in its Infancy

In Order 2002-1-4, the Department ordered all Alaskan bush carrier to report traffic data

in the T-100 reporting format. The data were to be supplied on a “temporary,
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experimental basis in order to determine whether the current bush mail rate is accurate.
The Order further required that “Carriers would continue reporting the old data [298
reports] until it could be determined that they were reliably reporting the new
information.” (emphasis added) The Act added the requirement for carriers to submit
traffic data using the T-100 diskettes. The Department continues to require the
submission of 298 reports, and has made no finding on the reliability or accuracy of the
T-100 reports. Analysis by several carriers has shown significant anomalies in the data
of some carriers. The most common discrepancy is between the traffic reported on the
segment reports when compared with the traffic on the market reports. Some carriers
appear to be double counting the number of passengers traveling beyond the first

destination point on a routing.

For example, take a flight itinerary of A-B-C-A. The ticketed passengers include:

2 passengers A-B

3 passengers A-C

2 passengers B-A

1 passenger C-A

8 passengers total
The report should show five passengers on the segment from A-B (two destined for B,
three destined for C), five passengers on the segment from B-C (three A-C passengers
and two B-A passengers), and three passengers on the segment from C-A (two B-a

passengers and one C-A passenger).
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It appears that some carriers are combining segment with market passengers on their
market reports. For example, some carriers appear to filing for following market data for
the flight shown above:

5 passengers A-B (the total number of passengers on the segment)

3 passengers A-C (the number of passengers ticketed from A-C)

5 passengers B-C (the total number of passengers on the segment)

2 passengers B-A (the numbers of passengers ticketed from B-A)

3 passengers C-A (the number of passengers on the segment)

18 passengers total

Ten actual bodies are morphed into 18 passengers reported. Ironically, it appears that the
problem in is the setup of the T-100 diskette program. The program requires a carrier to
calculate and enter separate numbers for the segment and market data. If the calculations
are made incorrectly, or entered inconsistently, then the data are inaccurate. There is

nothing wrong with the diskette system if the input is accurate, but the program itself

does not correlate the entries between the two reports.

Until the Department determines that all covered carriers are accurately entering and
reporting their data in T-100 format, it must be assumed that the existing data are

unreliable for selecting carriers.

Simplicity is the Key to Successful Transition and Future Service

As will be seen from the multiplicity of positions on the Act taken by various parties,
some of the specific provisions affecting application of the law are vague, unclear and
even contradictory. Given the large number of carriers, hubs and destinations covered by

the Act, the Carriers strongly request that simple, clear and concise regulations be
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adopted. Each regulation should be compared with the Findings of the Act to determine

the intent.

The pool of carriers shall be divided between passenger carriers and cargo carriers.
D.O.T. certification, F.A.A. operations specifications, and/or liability insurance coverage
will determine which pool each carrier is part of. Passenger shares shall be computed
using only the passenger traffic reported by the carriers in the passenger pool in each
market. Cargo shares share be computed using only the non-mail freight traffic reported
by the carriers in the cargo pool in each market. Carriers not qualifying for tender within
their respective pools would be tendered mail from the 10% pool for as long as that pool

exists.

Mail rates shall apply based strictly on the service provided in a market. If a market
receives only float plane service, even if there is a paved runway available, then the float
plane rate will apply. If a point receives only Part 135 service, regardless of the
capability of the airport, the Part 135 rate will apply. There shall be no restriction on
equalization right within the bush mail rate. The rate applying to preferential tender to
Part 121 19-seat aircraft shall be applied only when the preferential tender comes into

effect.

The sole source for the determination of market shares shall be the T-100 market data

reports. The Department shall compare the reports to the T-100 segment reports and

excise tax reports to determine if the market reports are reliable. If there is a question,
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the Department can audit the questionable reports and determine whether the data are
accurate. The primacy of the T-100 reports is underscored by the fact that the penalties

for falsification of data only apply to the T-100 traffic data.

The Department and the Postal Service should rely on the existing OST insurance forms
to deterr;line if a carrier is in the passenger or cargo pool. These reports are required by

regulations to be current and accurate, and come from the best authority. When Part 121
19-seat preferences become effective, carriers seeking those preferences can document

their aircraft on the existing format.
The Selection Process for Carrier Tender Begins on November 3, 2003

The Act specifies that the sections relating to the selection of carriers become effective on
November 3, 2003. The Merriam-Webster dictionary defines “selection” as the process
of selecting or choosing. This definition is consistent with the multi-step process
required to implement the Act, and the various steps that must be taken by the
Department and the Postal Service. The definition and terms of the Act are inconsistent
with any interpretation that would set November 3, 2003 as that date on which any carrier
would be removed from tender on the basis of market share. To do so would require use
of data covering a period beginning before the Act was even passed, and the six month

period for carriers to determine their plans.
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In a meeting held in the office of Senator Ted Stevens in Anchorage on November 21,
2001, the Senator repeatedly stressed that the purpose was the Act was not to eliminate or
target any specific carriers, but to encourage and support passenger and freight service.
He repeatedly said that all carriers currently receiving tender would be given a fair
opportunity to qualify for tender before any selection was made. In a continuation of the
meeting on November 23, 2001, the Senator Stevens’ Chief of Staff estimated that it
would take 30-36 months to implement the terms of the Act oncé it was passed. That
would give all carriers and opportunity to qualify for mail tender in whichever pool they

chose.

As noted earlier, there are no excise tax reports at all, and there is no word or direction
from the Treasury Department on the method or form of such filings. The T-100 reports
are still of questionable accuracy, particularly for the market reports. Any elimination of
carriers from tender before November 3, 2004 would be contrary to the dictates of the

Act, and would be arbitrary and capricious actions by the Postal Service

Summary

The Department has begun its timely and thoughtful consideration of the provisions of
the Rural Service Improvement Act of 2002. The Act specifically reserves to the
Secretary the ability to set appropriate mail rates, and to collect and validate the accuracy
of the T-100 reports which will be used to determine eligibility for bypass tender. At the

same time, the Act specifically excludes non-bypass carriers and markets from the
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selection process. The Act also adds language requiring and insuring “equitable tender”
for all classes of mail in all markets. The Postal Service does not have the authority on
its own to disqualify any carriers from mail tender except as described in the Act’s
provisions governing bypass mail. Furthermore, the Postal Service does not have the
authority to impose new rules, requirements of regulations that are not required to meet

the specifications of the Act.

Any actions taken by the Department and the Postal Service must be guided by the
Findings of the Act. These Findings include ensuring that residents of rural and isolated
communities continue to continue to have affordable, reliable and safe passenger and
freight service. The findings go on to support the encouragement of Part 121 where those
operations are supported by the needs of the community, and to ensure that the Intra-
Alaska Bypass Mail system continues to be used to support substantial passenger and
nonmail freight service. The Consolidated Carriers hereby request that its comments,
suggestions and recommendations be adopted as written, and that the Department move

quickly to implement the Act within the clear meaning of its terms.

Respectfully submitted

The Consolidated Carriers

ol

By Hank Myers

June 2, 2003

64



CERTIFICATE OF SERVICE

I hereby certify that I have this day served a copy of the Comments of the Consolidated
Carriers on the following persons by first mail U.S. Mail at the addresses listed.

e

Hank Myers

June 2, 2003

R.S. Shreve

Air Transport Association

1301 Pennsylvania Avenue, NW
Washington, D.C. 20004-1701

Robert P. Silverberg
Silverberg, Goldman & Bikoff
1101 30th Street, NW
Washington, D.C. 20007-3708

Thomas L. Albert

Birch, Horton, Bittner & Cherot
1155 Connecticut Avenue, NW
Washington, D.C. 20036

W.P. Bennett, Chief Counsel-Purchasing
U.S. Postal Service — Room 6447

475 L’ Enfant Plaza West, SW
Washington, D.C. 20260-0004

Michael VanDamm

Service Counsel

U.S. Postal Service

475 L’ Enfant Plaza West, SW
Washington, D.C. 20260-1135

Stuart I. Oran

United Airlines, Inc.
P.O. Box 66100
Chicago, IL 60666-0100

65

Marshall S. Sinick

Squire, Sanders & Dempsey
1201 Pennsylvania Avenue, NW
Washington, D.C. 20004

Richard P. Taylor

Steptoe & Johnson

1330 Connecticut Avenue, NW
Washington, D.C. 20036-1704

Robert E. Cohn

Shaw, Pittman, Potts & Trowbridge
2300 N Street, NW

Washington, D.C. 20037-1128

Manager, Air Transportation Ops.
U.S. Postal Service

475 L’ Enfant Plaza West, SW
Washington, D.C. 20260-0004

James Nawrot

Routing Policy & Networks

U.S. Postal Service —~ Room 7826
475 L’ Enfant Plaza West, SW
Washington, D.C. 20260-7133

Elvia Miller

U.S.P.S. — Air Tansp. Section
P.O. Box 14587

St. Louis, MO 63180-9193



Sam Young

U.S.P.S. — St. Louis Info & Svc. Center

P.O. Box 80193
St. Louis, MO 63180

Orin Seybert

Peninsula Airways, Inc.
6100 Boeing Avenue
Anchorage, AK 99502

Cathy Antush

Era Aviation, Inc.

6160 Carl Brady Drive
Anchorage, AK 99502-1801

Michael Bergt

Alaska Central Express, Inc.
5901 Lockheed Avenue
Anchorage, AK 99502

Michael T. Hart

Lynden Air Cargo, LLC
6441 South Airpark Place
Anchorage, AK 99502-1809

Bruce McGlasson

Grant Aviation, Inc.

P.O. Box 92200

Anchorage, AK 99509-2200

Fred Ciarlo

Tanana Air Service

P.O. Box 60713

Fairbanks, AK 99706-0713

Robert W. Everts

Tatonduk Outfitters, Ltd.
P.O. Box 61680

Fairbanks, AK 99706-1680

Bob Bursiel

Wright Air Service, Inc.
P.O. Box 60142

Fairbanks, AK 99706-0142

66

William Ayers

Alaska Airlines, Inc.

P.O. Box 68900

Seattle, WA 98168-0900

Judy Johnson

Lynden Air Cargo, LLC
6441 South Airpark Place
Anchorage, AK 99502-1809

Charles Johnson

Era Aviation, Inc.

6160 Carl Brady Drive
Anchorage, AK 99502-1801

Sandra Butler

F.S. Air Service, Inc.

6121 South Airpark Place
Anchorage, AK 99502-1806

W. O’Brien

Era Aviation, Inc.

6160 Carl Brady Drive
Anchorage, AK 99502-1801

Scott Pancoast

Alaska Central Express, Inc.
5901 Lockheed Avenue
Anchorage, AK 99502

Harold Esmailka
Tanana Air Service
P.O. Box 29

Ruby, AK 99768

Karen Wing

Tatonduk Outfitter, Ltd.
P.O. Box 61680

Fairbanks, AK 99706-1680

Art Warbelow

Warbelow’s Air Ventures, Inc.
P.O. Box 60649

Fairbanks, AK 99706-0649



Larry Chenaille

Larry’s Flying Service, Inc.
P.O. Box 2348

Fairbanks, AK 99707

Michael A. Spisak

Bellair, Inc.

P.O. Box 60311

Fairbanks, AK 99706-0311

James D. Rowe
Bering Air Service, Inc.
P.O. Box 1650
Nome, AK 99762-1650

Robert Jacobsen

Alaska Juneau Aeronautics d/b/a Wings of Alaska

8421 Livingston Way
Juneau, AK 99801

Mike O’Daniel

Skagway Air Service, Inc.
P.O. Box 357

Skagway, AK 99840

Ken Acton

Aviation Consulting & Training
2528 Douglas Drive
Anchorage, AK 99517

Steve Deaton

U.S. Postal Service

P.O. Box 199781
Anchorage, AK 99519-9781

Steve Anderson

Arctic Circle Air Service
P.O. Box 190228
Anchorage, AK 99519-0228

Mike Hageland

Hageland Aviation Services, Inc.

P.O. Box 220610
Anchorage, AK 99522-0610

67

Grant Thompson

Cape Smythe Air Service, Inc.
P.O.Box 549

Barrow, AK 99723

Donny Olson

Olson Air Service, Inc.
P.O. Box 142

Nome, AK 99762-0142

Allen Haddadi
Bering Air Service, Inc.
P.O. Box 1650
Nome, AK 99762-1650

Layton A. Bennett

L.A.B. Flying Service, Inc.
P.O. Box 272

Haines, AK 99827

Craig Loken

Alaska Seaplane Service, LLC
8995 Yandukin Drive

Juneau, AK 99801

John Eckels

Arctic Transportation Services
5701 Silverado Way, Unit 1
Anchorage, AK 99518-1656

Paul Bowers

Alaska State D.O.T.P.F.

P.O. Box 196900
Anchorage, AK 99519-6900

Don Singsaas

Arctic Circle Air Service
P.O. Box 60049

Fairbanks, AK 99706-0049

Tim LaPorte
Iliamna Air Taxi
P.O. Box 109
Iliamna, AK 99606



Jerry Anderson

Flight Alaska, Inc.

6601 South Airpark Place
Anchorage, AK 99502

Karen Casanovas

Alaska Air Carriers Association
929 East 81, #108

Anchorage, AK 99518

Marge Baker

Baker Aviation, Inc.
P.O. Box 708
Kotzebue, AK 99752

Scott Cunningham
Smokey Bay Air
P.O. Box 457
Homer, AK 99603

Don King

Village Air Cargo
3944 Spenard Drive
Anchorage, AK 99517

Mike Spernak

Spernak Airways

1707 Merrill Field Drive
Anchorage, AK 99501

Leif Wilson

40 Mile Air
P.O. Box 539
Tok, AK 99780

Robert Hajdukovich
Frontier Flying Service, Inc.
5245 Airport Industrial Way
Fairbanks, AK 99709

Kevin Hack

Promech, Inc.

1515 Tongass Avenue
Ketchikan, AK 99901

Brien Salazar

Venture Travel d /b/a Taquan Air
P.O. Box 8495

Ketchikan, AK 99901

Steve Hill

Inland Aviation, Inc.
P.O. Box 244
Aniak, AK 99557

Sonny Peterson
Katmai Air

4125 Aircraft Drive
Anchorage, AK 99502

Bob Stanford

Redemption Air d/b/a Island Air
P.O. Box 125

Kodiak, AK 99615

Gigi Darby

Servant Air, Inc.

P.O. Box 61186

Fairbanks, AK 99706-1186



m o o0 o® »

Ped

Index of Appendices
Page 1 of 1

INDEX OF APPENDICES

List of Consolidated Carriers Participants

Copy of Form OST 6410

Alaska State Insurance Report

Clarification of T-100 Reporting Standards

Federal Excise Tax Regulations

Excise Tax / T-100 Report Coordination Form

Correspondence Relating to Rate Paid for Service Actually Provided
D.O.T. Order Rejecting Use of Aircraft Not Used in Mail Transport

Special Cost Studies for Rate Development

Postal Service Presentation on Non-Bypass Mail Tender Procedures

Proposed PO-508 Changes



Appendix A
Pages 1 of 1

LIST OF CONSOLIDATED CARRIERS PARTICIPANTS

Alaska Seaplane Service
Baker Aviation

Bellair, Inc.

Cape Smythe Air Service
Grant Aviation

Iliamna Air Taxi

Island Air Service
Katmaiair

L.A.B. Flying Service
Larry’s Flying Service
Olson Air Service
Servant Air

Skagway Air Service
Smokey Bay Air
Tanana Air Service
Taquan Air Service
Wings of Alaska

Wright Air Service



Appendix B

Page 1 of 2
AGENCY DISPLAY OF ESTIMATED BURDEN
The public reporting burden for this coll of ink s to per M you
wththdwmumwwmmum pluudkectyour
US.Department of commerits to the Department of Transportation at the ok
Tronsportation U.S. Departmant of Transportation
oFthes mMAvWQWWAX%
of Tonsporiation Washinglon, OC 20590

OMB No. 2106-0030 Expires 2-28-01

U.S. AIR CARRIERS
CERTIFICATE OF INSURANCE

POLICIES OF INSURANCE FOR AIRCRAFT ACCIDENT BODILY INJURY
AND PROPERTY DAMAGE LIABILITY

FILING INSTRUCTIONS: FhmwmlummwmhFMMTumpmmm AFS-200, aoomweam SW., Washington, DC 20591.

NOTE: #f Block 2B on the reverss s Mied in becauss the insured Is an air ted [ setvice (.e., 8 commutar air carvier),
filer an original of this form with the Alr Carrler Fkneas Div., X-66, Office of Avl lysis, Dept. of Transportath woma SW., Washington, DC 20500.
{Please lype information, except signatures.)
THIS CERTIFIES THAT:

{Name of Insurer)

has issued a policy or policies of Aircraft Liabllity Insurance to

FAA Certificate Number,
{Name, address end FAA Calificate number of insured U.S, Alr Carrier)

effective from until ten (10) days after written notice from the insurer or carrier of the intent
to terminate coverage is received by the Department of Transportation.

NOTE: Part 205 of the Department's Regulations does not allow for a pradetermined termination date, and a cestificate showing such a date
is unacceptable.

1. The Insurer (Check One):
D is licensed to issve aircraft insurance policies in the United States;
[ is licensed or approved by the government of to issue aircraft insurance policies; or
O is an approved surplus line insurer in the State(s) of

2. The insurer assumes, under the policy or policies listed below, aircralt accident Hability insured to minimums at least equal to the

following during operation, maintenance, or use of sircraft in “air transportation” as that term is defined in 49 U.S.C. 40102.

(Complete applicable section(s) below):

A. U.S. AIR TAXI OPERATORS WITH PART 268 AUTHORITY ONLY
Theam:raﬂwvaredbymhpoﬁcymSMAuAIRCRAFr(u wnhGOorfewerpassengeruﬂsorMﬂumiuumpaybad
capacity of 18,000 pounds or less). (Check separate or 00 83 approp

O Separate Coverages:

— Mipmum it
Policy No, I Lisi E
Bodily Injury Liability
(Excluging Passengers) $ 75,000 $300,000
Passenger Bodily $ 75,000 $75,000 x 75% of
ey total number of
passenger seats
installed in eircraft
Property Damage $100,000

O Combined Coverage: This combined coverage is a singie kmit of liabitity for each occurrence at lsast equal to the required
minimums stated above for bodily injury (exciuding passengers), property damaged, and passenger bodily injury.

Paticy No. Amount of Coverag

O This policy CARGO operati only and fudes p ger liability
'GST Form 6410
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B. U.S. COMMUTER AND CERTIFICATED AIR CARRIERS OPERATING SMALL AIRCRAFT
The aircraft covered by this policy are SMALL AIRCRAFT (i.e., with 60 or fewsr passenger seats or with a maximum payload
capacity of 18,000 pounds or less). (Check separate or combined coverage as appropriate):

O Separeie Caverages: Minimym Limit
Policy No. Troeofljepity _  Eschperson Eaech Occurrence
Combined Bodily injury (Excluding Passengers ather
than cargo attendants) and Propeity Damage Liability $300,000 $2,000,000
P: ger Bodlly Injury $300,000 $300,000 x 756% of
total number of

passenger ssals
instalied in aircraft

O Combined Coverage: This combined cuvemoeha:mglo‘ﬂmhcllhbﬁityfouad)owumnccnleastoquanoﬁnmquirod
minimums stated above for bodily injury (excluding passengers), property damaged, and passenger bodily Injury.

Policy No. Amount of Co

O This policy covers CARGO operations only and excludes p liabiiity insurance.

C. U.S.CERTIFICATED AIR CARRIERS OPERATING LARGE AIRCRAFT
The aircraft covered by this policy are LARGE AIRCRAFT (i.e., with more than 60 passenger seats or with a maximum payload
capacity of mors than 18,000 pounds). (Check separate or combined coverage as appropriate):

D Separats Coverages: Minimpm Limit

__Policy No, Type of Lighii)
Combined Bodily Injury (Exciuding Passengers other
than cargo attendanis) and Property Damage Liability $300,000 $20,000,000
Passanger Bodily Injury $300,000 $300,000 x 75% of
total number of
passanger seals
installed in aircrafl
O Combined C ge: This ¢ ‘coveno‘isashglolﬁdtofﬂahﬂyforuﬁoowmnumluﬂeqmnoﬂ\emqum
minimums stated above for bodily injury (excluding p gers), property damaged, and p ger bodily injury.
Policy No. Amount of G o
{1 This policy covers CARGO operations only and exciudes p ger llability i

The policy or policies listed in this certificate insure(s) {Check One): Make and Mode! FAA or Foreign Flag

O Operations canducted with all aircraft operated by the insured
O Operat ducted with the foliowing types of aircraft
1 Operations with the folfowing e (Use i page ¥

Each policy listed in this certificate meets or exceeds the requirements in 14 CFR Pant 205.

(Name of Insurer) {Name of Broker, f appiicable)
(Address) (Address)
(City, State, Zip Cods) {Chty, State, Zip Code)
Confact (person who can verky the effect of the 00) {OMicer or autharized represeniative)
{Area Code, Phone Number) - {Area Code, Fax Number) (Ares Code, Phone Number) - {Area Code, Fax ]
(Signature, ¥ spplicable} (Signature)

{Dots) {Deto)
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STATE OF ALASKA

AIRCARRIER CERTIFICATE OF COMPLIANCE

Certificate No, 03-276 Expires: November 20, 2003

WRIGHT AIR SERVICE, INC.

HAS MET THE REQUIREMENTS OF AS 02.40.010 AND AS 02.40.020 PERTAINING
TO AIR CARRIER FINANCIAL RESPONSIBILITY OF $150,000 PER SEAT FOR
BODILY INJURY OR DEATH IN A SINGLE OCCURRENCE AND $100,000
FOR PROPERTY DAMAGE IN A SINGLE OCCURRENCE FOR THE FOLLOWING

. . PASSENGER

FAA NUMBER c&m«;mtm " FAANUMBER (CONFIGURATION
N1323R NASSSU 9 |
NS4OME 9 NS2ZWA %
N7 - 4 N73443 L
Ne4esV 3 NSAWA N Y
NYFW .8 N7426L & 7 -

3 NPOOWA . 2

NéaT8V

"THIS EERTIFICATE MUST BE VISIELE TO ALL BOARDING PASSENGERS
= HeveDuw Moagay, Ap0162000 . L

DEPARTMENT OF TRANGPORTATION ANO PUBLIC FACKITIES
DIVISION OF STATEWIDE AVIATION
2.0, BOX 190800
ALABHA 90619-9000
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Clarification of T-100 Reporting Standards

For the purposes of clarifying the data to be entered as Revenue Traffic in the T-100
segment and market, the following summary suggests those items to be included and
excluded from the count.

Passengers

Only passengers paying a fare available to the general public in accordance with a
published tariff shall be included in the Revenue Passenger count. The count shall
specifically exclude, for example, children for whom no passenger seat was purchased,
employees who are traveling on company business, persons to whom free or reduced rate
travel has been granted in conjunction with the business needs of the carrier, employees
and guests traveling on free or reduced rate tickets for any purpose, persons for whom
transportation is provided for free or on a reduced rate as part of a contest, promotion or
charitable or other contribution, travel agents or tour guides traveling at free or reduced
rates, law enforcement officials traveling at free or reduced rates, employees of the
F.A.A. or any other government agency traveling at free or reduced rates, and flight
crews of any carrier deadheading on the lines of the reporting carrier. This list of persons
to be excluded is not exhaustive, but merely illustrative of the types of persons who
would not be counted as revenue passengers.

Baggage

Baggage consists of property of a passenger traveling on the carrier, and having the same
origin and destination as the passenger. Baggage may move before, after or at the same
time as the passenger involved. Baggage shall be entirely excluded from the T-100
reports regardless of how the baggage has been charged for. For the purposes of
reporting, there is no difference between free baggage and baggage for which a charge is
applied. Baggage which is charged for at freight rates is still baggage, and shall not be
included as revenue freight on the T-100 reports.

Freight

Freight is non-mail property not accompanying or associated with a passenger movement.
Freight consists of property shipped in accordance with a published tariff available to the
general public, with a different shipper and consignee. Waybills with the same shipper
and consignee are assumed to cover baggage shipments. Revenue freight shall exclude,
among other items, property that is company material, or is being transported at free or
reduced rates for an employee or agent. Property that is transported for consideration
other than cash (trade-outs) shall be excluded. Property shipped as a part of an agency or
employment agreement, written or not, shall be excluded.
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not included in any group is based on the charge
for each ttem separetely. Do not inciude in the
tax base state or local sales or usa taxes that are
separately stated on tha taxpayer’s bill.

lfmraxonlolmlephonemhpddby
I g coins in coln
wummmmmemmmdsm
When the tax is midway betwesn 5-cent muiti-
ples, the next higher multiple appiies.

Prepaid telephone cards. A prepaid tele-
phone card is any card or any other similar
arrangement that allows its holder to get local or
toll telephone service and pay for thoss servicas
in advance. Tmmxlsmpoudwhendeb

f by a tek cartrier to
any person who is not a ielecommunications
carrier. The face amount of |he card is the

paid for services. If the
face amount is not a doliar amount, secsedion
49.4251-4 of the regulations.

Exemptions

Payments for certain services or payments from
certain users are pt from the
tions tax.

Installation charges. The tax does not apply
lopaymmtsreceivedtotmeimahﬁonolany

service furishing a general news service

similar to that of the public press.
This ion applies fo p nts ived for
 from one member of the news media

messages
lnanohumomber(orﬁoorfmmhe&rmﬁde

). For the wtion to apply,
mmmmmmumm
writing to the parson paying for the service and
that parson must certify in writing that the serv-
ices are used for an exempt purpose.
Services not exempted. The tax applies to
amourts paid by members of the news media for
focal telaphone service. Toll tslephone service
in connection with celebrities or special guests
on talk shows is subject to the tax.

Common carrlers and communications
companies. The tax on toll telephone service
does not apply to WATS (widesmaleleprme
servm) used by

educational organization is one that satisfies alf
the following requirements.

* #t normally maintains a regular faculty and
curriculum.

® it normally has a regularfy enrofied boady of
puplis or students in attendance at the
place where its educational activities are
regularly carried on.

¢ It is exempt from income tax under section
501(a) of the internal Revenue Code.

This includes a school byan

ton exempt under saction 501(c)3) of the inter-
nal Ravenue Code f the schoot meets the above
qualifications.

Faderal, state, and iocal government. The
tax does not apply to communication services
provided to the government of the United States,

tdegraph compames or radio btoadcasﬂng

or In their b A com-
mon carmier is one holding itsalf out to the public
of

Ino its m to the publlc generally.

Miiitary personnel serving in a combat zone.
The tax on toll telephone services does not ap-
ply to teleph calls originating in a combat

instrument, wire, pole,
or equipmant. However, mehxdouapplylo
payments for the repair or replacement of those

zone that are made by members of the U.S.
Am»dForuueMngmeraifmapononromiv
ing payment for the call

executed exemption certificate. Thesigned and
dated exemption certificate must contain all the

items to ordinary mak
Answering services. Theuxdoacnoupply
to amounts paid for a private line, an ]
service, and a y paging or

service if they do not provide access 1o a local
telephone system and the privilage of telephonic
communication as part of the local lelephone
system.

Mobile radio telephone service. The tax
does not apply to payments for a two-way radio
service that does not provide access to a local
telephone system,

Coln-operated telephonas. The tax for local

coin-operated telephones. The tax for tol) lele-
phone service also does not apply if the charge
isleam.nzscsm:.auttheuxappksifﬂn
coin-op L service is fumished for
aguamrmod amount. Figure the tax on the
amount paid under the guarantee plus any fixed
monthly or other periodic charge.
Teleph P d security sy The
tax does not apply to amounts paid for tele-
phomusodonlybotighﬂlecalhbaltmed
ity entry
mbabmldinq In addition, lmtaxdoesnotappty
to any amounts paid for rented communication
equipment used in the security system.

« The name of the member of the U.S.
Armed Forces performing services in the
combat zone who originated the call.

« The toll charges, point of origin, and name
of carrier.

¢ A that the
fmmaxundenecﬂonﬂsa(d)ofmeln-
ternal Revenus Cods.

» The name and address of the telephone
miw.
This exemption also applies to members of the
Armed Forces serving In a qualified hazardous
duty area. A qualified hazardous duty area In-
cludes an area only while the special pay provi-
sion is In effect for that area.

For information about areas designated a
combat zone or qualified hazardous duty area,
see Publication 3, Armed Forces’ Tax Guide.

intsmational organizations and the Ameri~
can Red Cross. The tax does not apply to
commisnication services fumished to an Intema-
tional organization or to the American National
Red Cross.

Nonproﬂthospmlu meuxdoesndapply

News seirvices. The lax on foll P
service and telotypewritor exchange setvice
does not apply to charges for the following news
services.

* Services dealing exclusively with the col-
laction or dissemination of news for or
through the public press or radio or televl-
sion broadcasting.

* Services used exclusively in the collection
or dissemination of news by a news ticker

h sorvices
tax-exprmt nonprofit hospitais for lhdr use.
Also, the tax does not apply to amounts paid by
these hospltals to provide local telephone serv-
ice In the homes of their personine! who must be
reached during their off-duty hours.

fit educational The
mxdoesmtapplytopeymnhremfvodfor

of any state or its political subdi-
vtslons the District of Columbia, or the United
Nations. Treat an indian tribal government as
8 siate for the exemption from the communica-
tions tax only if the services invoive the exercise
of an essential tribal government function.

Exemption csrtificate. Any form of exemp-
tioncemﬂmwnlbemphblelﬂllndudesaﬂ
quired by the | I

Codeand Regulations. File the certificate with
the provider of the lcation services.

The following users that are exempt from the
communications tax do not have to file an an-
nuat exemption certificate after they have filed
the initial certificate to claim an exemption from
the communications tax.

« The American National Red Cross and
other internationsl organizations.

* Nonprofit hospitals.
* Nonprofit ganizati

* State and local govemments.

mmlwvemrnemdoesnothavemﬁle
any exemption certifical

Al other organlzaﬁons must furnish axemp-
tion certificates when required.

Credits or Refunds

Iftaxiscouectodandpaidwwfowamhsew
ices or users wt from the
tax:

1) The collector may claim a credit or refund
if it has:

a) Repaid the tax to the person from
whom the tax was coliected, or

b) Obtained the consent of that person io
the atiowance of the credlt or refund, or

2) The person who paid the tax may claim a
refund.

For information on forms used to claim a credit
or refund, see Credifs and Refunds, later.

Alr Transportation Taxes
Taxes are imposed on amounts paid for ali the
services.

services and facilies fumished to a

® T lon of p by air.

educational organization for ts use. A nonprof

p



* Use of intemational air travel facilities.
« Tranaportation of property by air.

Transportation of
Persons by Air

The tax on transportation of persons by air is
made up of the following two parts.

* The percentage tax.
@ The domestic-segment tax.

Percentage fax. A tax of 7.5% appbe: to
amounts paki for taxable transportation of per-
sons by air. A paid for tre
induded\argesfonayovarorwammand
movement of aircraft in deadhead service.

Mileage awards. The percentage tax may
apply to an amount pald (in cash or in kind) to an
aircama(oranyrolahdperson)form ﬂgmto
provide rds for, or other
in the cost of, anytrampomﬁono(personsby
air. For example, this applies to mileage awards
purchased by credit card companies, telephone
companies, restaurants, hotels, and other busi-
nesses.

Generally, the pememagehxdoes not apply

") paid for rds where the

mileage awards cannot, " under any clrcum-

be red d for air p that

is subject to the tax. Until regulations are issued,
the following rules apply to mileage awards.

[ Nnountspaldfornﬂleageawstdamal
cannot be
tation beglnning and ending lnlheunllsd
States are not subject o the tax. For this
rule, mileage awards Issued by a foreign
air cammier are consklerad o be usable
only on that foreign alr carrier and thus not
redesmabie for taxable transportation be-
ginning and ending in the United States.
Therefore, amounts paid to a foreign air
carrier for mileage awards are not subject
o the tax.

© Amounts paid by an air carrier to a domes-
ﬂcdrwﬂerformlleageawem;lhatcen
be d for taxab tation
mnotsub]ediolhehxwmeemnt
mosemlleswlllbemrdodlneonnecuon
with the p of p
tion.

® Amounts paid by an air carrier to a domes-
tic air carrier for mileage awards that can
be red d for taxabl portation
are subject to the tax tp the extent those
mllesmlmbeuw-'dedhmsaion
with the p of p
tion.

Domestic-segment tax. The domestic-seg-

$240 fare and $24 excise tax (($240 x 7.5%) + (2
x $3.00) for which Frank is kable. The airline
collects the tax from Frank and pays it over to
the govermment.

Charter flights. !f an aircraft is chartered,
the domestic-segment tax for each segment of
taxable transportation Is figured by multiplying
the tax by the number of passengers trans-
ported on the aircraft.

Example. In March 2003, Tim Clark pays
$1,117 to an air charter service fo canry 7 em-
from Wi to Detroit with an in-
termediate stop in Pittsburgh. The flight
comprises two nts. The price the

Appendix E
Page 3 of 4

Transportation b the f /
U.S. and Alaskes or Hawali. This transporta-
tion is partialty exempt from the {ax on transpor-
tation of persons by air. The tax does not apply
to the part of the trip between the point at which
the route of transportation leaves or enters the
continental United States (or a port or station in
the 225-mile zone) and the point at which it
entars or leaves Hawall or Alaska. Leaving or
entering occurs when the route of the transpor-
tation passes over sither the United States bor-
der of a point 3 nautical miles (3.45 statute
milgs) from low tide on the coast line, or when it
leaves a port or station In the 225-mile zone.
Therefore, this transportation is subject to the

S10000hamrpawlem:nds117.xdulax

[ ‘,laxonthaparto“helripanS
irsp the di 0 t tax for each

1($1.,000 x 7.5%) + (2 x $3.00 x 7 p 0
for which Tim Is Hable. The charter service col-
lects the tax from Tim and pays it over to the
government.

Rural sirports. The domestic-segment tax
does not apply to a segment to or from a rural
alsport. An airport is a rural airport for a calendar
year if it satisfles both the following require-
ments.

1) Fewer than 100,000 commercial passen-
gers deparied from the airport during the
sacond preceding calendar year.

2) Elther of the following statements is true.

a) The alrport s not located within 75
miles of another airport from which
100,000 or more commercial passen-
gers departed during the second pre-
ceding calendar year.

b} The aimort was receiving essential air
service subsidies as of August 5, 1997,
Procedure 9818 in C Bul-
bﬂn 1998~ 1 is the most recent list of rural
airports published by the IRS. An updated list
can be found on the Department of Transporia-
tion web site at www.bts.gov/oal/rural.html.

Taxable transportation. Taxable transporta-
tion is transportation by air that meets sither of
the following tests.

® |t begins and ends either in the United
States or at any place in Canada or Mex-
ico not more than 225 miles from the near-
88t point on the continental United States
boundary (this ls the 225-mile zone).

® Nt is directly or indirectly from one port of
station in the United States to another port
oramionmmoUnhdShm butonfymt

d 1 and the tax on the use of
international air trave) facilities, discussed later.

Transp within Alasks or Mawall.
The tax on transportation of persons by air ap-
phies to the entire fare paid in the case of fiights
any of the Hawailan Isiands, and be-
tween any ports or stations in the Aleutian Is-
tands or other ports or stations eisewhere in
Alaska. The tax applies even though parts of the
flights may be over international waters or over
Canada, if no point on the direct line of transpor-
tation between the ports or stations is more than
225 miles from the United States (Hawali or
Alaska).

Packagse tours. The air transportation taxes
apply to ‘complimentary” air transportation fur-
nished solely to participants in package holiday
tours. The amount pald for these package tours
Includes a charge for alr transportation even
though it may be advertised as “free.” This rule
also appiies lo the tax on the use of intemational
air travel faciliies, discussed later.

Liability for tax. The person paying for taxa-
ble transportation is Hable for the tax and, ordi-
narity, the person receiving the payment collects
the tax, files the retums, and pays the tax over to
the government. However, if payment is made
outside the United States for a prepaid order,
cxchange order, or siméar order, the person
ishing the initlal provided for
undormatordornmsleouedmetax
A travel agency that is an independent
broker and selis tours on aircraft that it charters
must collect the transportation tax, file the re-
tums, and pay the tax over {o the government.
However, a travel agency that sells tours as the
agent of an alriine must collact the tax and remit
it to the airline for the filing of returns and for the
payment of the tax over to the government.
The fact that the alrcraft does not use public
iak al in taking off and landing

is not a part of
air transportation, dtswsaedhter

Round trip. A round trip is considered two
semhﬁps The first trip is from the point of

hasmeﬂoetonﬂwhx But see Certain helicop-
tor uses, later.
For taxable transportation that begins and
endshmeUnihdSQates.metaxappllasm-
of

ment tax is a flat doltar for each segment
of taxable t tion for which an Is
pald. seeRural irports, later. A seg-

mon!lsaslngletakeoﬂmdaslmlelamm.
The domestic-segment tax is $3.00 per segment
that begins during 2003.

Example. In January 2003, Frank Jones

stop
prises two segments. The price includes the
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rture to the destination. The d trip is
Mremmtriplmmmldedmﬂon
Uninterrupted International air
transportation. This means transportation
entirely by air that does not begin and end in the
United States or In the 225-mile zone If there is
not more than a 12-hour scheduled Interval be-
tween arrival and departure at any station in the
United States. For a special rule that applies to
military personnel, see Exemptions from tax,
later.

the payment is made in or
cumde!heUnlhdsmes
If the tax Is not paid when payment for the
transportation is made, the air carrier providing
the initial sagment of the transportation that be-
gins or ends in the United States becomes liable
for the tax.

Exemptions from tax. The tax on transpoita-
tion of persons by air does not apply in the
following situations. See also Special Rules on
Transportation Taxes, later.




Mititary personnel on international trips.
When traveling in uniform st thelr own expense,
United Statea military peraonnet on authorized
leave are deemed to be traveling In uninter-
rupted / s transp (defined
eariier) even if the scheduled interval between
arrival and daparture at any station in the United
States is actually more than 12 hours. However,
such personnel must buy their tickets within 12

Transportation of
Property by Air

hours after landing at the first ic akport
and accept the first available accommodation of
the type callad for by their tickets. The trip must
begin or end outside the United States and the
225-mile zone.

Certain helicopter uses. The tax does not
apply to air ) by b if the

helicopter is used for any of the following pur-
poses.
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If tax is not paid when a payment Is made
outside the United Statss, mopononfumlshlng
the last sagment of taxable p
bdsﬂwhxﬁunhponmbvmommpmp-
erty Is delivered in the Unlited States.

Special Rules on
Transportation Taxes

in ceriain circumstances, special rules apply to
the taxes on transpovtation of persons and prop-
erty by air.

Alrcraft used by afflliated corporations.
The taxes do not apply to payments received by
one member of an affiliated group of corpoma-
tions from ancther member for services fur-
nished in connection with the use of an aircraft.
Howsver, the sircraft must be owned or leased
by a member of the affillated group and cannot

o1 o Trinspo:hti?nTlon umw.fumwnmnmm&“h;
wppkﬂnlmeprrlaﬂonfor or the ce- e e iy, avalabl for hroby 8 Ber of an affiiated
pguatiody of, hard ing or aerial firefighting servics. omzm-ﬂmmt;bash for s

2) Planting, cultivating, cutting, o aots for ranepeutaton of propar Srap it fh""wp'zf:mmmmmm%mz
mr:mknmz(mm\gbggmoper Qs:':umofaxpongm(h\dudwioUnﬂed more of stock ownership.

83 evidenced by the execution of Form 1363,  Small aircraft. The taxes do not apply to

3) Providing emergency medical services.

However, during a use described in ikems (1)}
and (2), the tax applies if the heiicopter takes off
from, or tands at, a faciity eligible for assistance
under the Alrport and Alrway Developmant Act
of 1970, or otherwise uses services provided
under section 445089 or 44913(b) or subchapter |
of chapter 471 of title 49, United States Code.
For item (1), treat each flight segment as a
separate flight.

Fixed-wing air ambulance. The tax does
not apply to sir transportation by fixed-wing air-
craft if used for emergency medical services.
The aircraft must be squipped for and exclu-
sively dedicated on that flight to acute care

emergancy medical services.

Skydiving. The tax does not apply to any alr
portat dlusively for the purpose of

skydiving.

Bonus tickets. The tax does not apply to
free bonus tickets issued by an aldine company
to its customers who have satisfied all require-
ments to quakfy for the bonus tickets. However,
the tax applies to amounts paid by customers for
advance bonus tickets when customers have
traveled insufficient mileage to fully quallfy for
the free advance bonus tickets.

Use of International
Alr Travel Facllities

A $13.40 tax per parson is imposed on amounts
paid during 2003 (whether In or outside the
United Statea) for intemational fights that begin
or end in the United States. However, for &
domestic segment that begins or ends in Alaska
or Hawail, & $8.70 tax per parson applies only to
departures. This tax does not apply if all the
transportation is subject fo the percentage tax,
discussed earfier.

Cortain helicopter and fixed-wing air am-
bulance uses. The tax does not apply fo

transportation fumished by an aircraft having a
maximum certificated takeolf weight of 6,000
pounds or less. However, the taxes do apply if
the alrcralt is operated on an established kne.
“Of on an biished iine” means the

amounts paid for the use of pters in con-
struction to set heating and air conditioning units
on roofs of buildings, to dismantle tower cranes,
and (o sid in construction of power ines and ski
lifts.

The tax aiso does not apply to air transporta-
tion byhoﬁcoptarorlbodm aln:mnlortho
serv-
ices. Theﬁmd-whgdmaﬁmuslbeoqdppod
for and sxclusively dedicated on that fiight to
acute care smergency madical services.

Skydiving. Themxdoasnotapwlomyair
y for of

vl iy purp

Excess baggage. The tax does not apply to
axcess baggage accompanying & passenger on
an alroreft operated on an established line.

Alaska and Hawail. For transportation of
propety to and from Alaska and Hawail, the tax
In general doss not apply to the portion of the
transportation that is entirely outside the conti-
nental United States (or the 225-mile zone if the
saircraft from or aives at an airport in
the 225-mile zone). But the tax appiies to flights
between ports or stations in Alaska and the
Aleutian Islands, as well as between ports or
stations in Hawail. The 1ax applies even though
parts of the fiights may be over intemational
waters or over Canada, Hmpolnton-hc
drawn from where the route of

aircraft operates with some degree of regulatity
between definite points.
Consider an aircraft to be operated on an
blished line If it Is d on a charter
basls between two cities also served by that
carrier on a regularty scheduled basis.

Mixed load of persons and property. If a
single amount is paid for alir transportation of

and p the must be
aﬂoeabdmmanmnwbjectbmehx
on transportation of persons and the amount
subject to the tax on tranaportation of property.
The aliocation must be reasonable and sup-
ported by adequate records.

Credits or Refunds

If tax is collected and paid over for air transporta-
tion that is not taxable air transportation, the
callector may claim a credit or refund ¥ it has
mnmmwmmmmmm

the of that
Wmmmummnumﬁm
Altematively, the person who paid the tax may
claim a refund. For information on forms used to
clalm s credit or refund, see Credits and Re-
funds, iater.

thnMShm(M)tommn
rou\bnlhaUritpdShm(Abskl)lsnmman
225 miles from the United States.

Liabliity for tax. The person paying for taxa-
bhmapuhﬂmlsliabhfoﬂhehxm ordi-

Fuel Taxes
Excise taxes are imposed on all the following

narily, the person engaged in the busi of
transporting property by air for hire receives the
payment, collects the tax, files the retums, and
pays the tax over o the government.

Psge 7
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Excise Tax/T-100 Report Conversion Form

Because there is no direct correlation between Excise Taxes collected and remitted and
the Revenue Passengers and Revenue Freight of a carrier, a carrier should have or
quickly be able to create a single form which correlates the information supporting the
Excise Tax report with the T-100 report. This report should be able to display for
analysis at least the following information for all traffic for which Excise Tax is
collected.

Date of Transportation

Origin Point of Passenger or Freight

Destination Point of Freight

Revenue or Non-Revenue Status (Check Box or Yes/No)

Name of Passenger or Shipper of Freight

Ticket or Waybill Number or Identifier

Number of Passengers Transported (0 or number of persons on ticket)
Actual or Dimensional Weight of Shipment (whichever greater)
. Fare or Rate Paid for Transportation (excluding taxes)

10. Segment Tax Paid for Passenger

I1. 7.5% Tax Paid for Passengers

12. 6.25% Tax Paid for Freight

13. Flight Log Number or Flight Identifier

14. Aircraft Registration Number

VNG LW

All of these data must be collected on one form or another in base data. This form would
correlate Revenue Traffic and Excise Taxes paid. For any given period, the sum of all
passengers or freight weight in a directional market shown on this form should equal that
shown on the T-100 market report. The sum of all excise taxes collected on all traffic,
revenue or non-revenue, should equal the amount of taxes collected and remitted.
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Correspondence Relating to Rate Paid
for Service Actually Provided

The correspondence on the following pages reflects answers from the Department of
Transportation to questions about the application of mail pay rates in a situation where a
different and lower pay rate could be applied to a bush service. The Department’s
consistent and unequivocal position is that the Postal Service shall pay the rate for the
service actually provided, subject to the ability of any higher rates carrier to equalize to
the lowest authorized rate. If mainline service is not actually being provided, then the
Postal Service shall pay the bush rate for all mail transported even if an equalization
notice had previously be filed when mainline service was actually being provided.
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MYERS<COMPANY

SERVICES FOR THE TRANSPORTATION INDUSTRY
P.O. Box 7341, Bellevue, WA 98008 (206) 641-8243

January 11, 1989

Sam Podberesky

Assistant General Counsel for
Aviation Enforcement and Proceedings

Room 4116

Department of Transportation

400 7th Street, SW .

Washington, D.C. 20590 Av

Dear Mr. Podberesky:
On behalf of & nu

jer of afr carriers in Alaska, I am seeking your interpreta-
tion of the “equalization" provisions of the intra-Alaska bush mail rate orders.
Equalization s been authorized from the time that separate bush and mainline
rates were esfablished in 1981. The most recent order addressing equalization,
Order 88-4-27, finds that “The carriers should retain the discretion to equalize
to t?e lowest available service mafl rate in competitive markets“. (emphasis
added

Department and Board orders have always addressed the right of a carrier to
equalize rates on a market-by-market basis, and have never considered routing of
actual aircraft. This question has been raised by the refusal of the Postal
Service to allow equalization, or tender mail to bush carriers unless they oper-
ate over an identical routing to the carrier being equalized to. This refusal
not only deprives carriers of the rights granted in the mail rate orders, but
reduces the actual service in the markets at fssue,

The markets at issue typically involve a mail dispatch point and a bush point
receiving 1its only direct service by bush aircraft. A mainline carrier will
initiate service between the mail dispatch point and a more distant connecting
hub, and then backhaul to the destinatfon by bush aircraft. If the bush desti-
nation is closer to the connecting point than the dispatch point, the total rate
is often less than the dispatch~to-destination bush rate. Postal Service prac-
tice 1is to tender all mail to the mainline carrier, and refuse to allow bush
carriers to equalize to the combination rate in effect.

The Postal Service has explained that it is incapable of allowing bush carriers
to equalize to combination rates because the computer program used to generate
payments does not allow for equalization to those rates. Such refusal not only
deprives the bush carriers of their rightful share of traffic, but means that
all mail is carried over a more circuitous and connecting route.

Even more fronic, while the payment program precludes dispatch to direct bush
flights, it encourages bush carriers to participate in the circuitous routing on
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- ‘Sam Podberesky
January 11, 1989

an interline basis. If a bush carrier initiates service between the connecting
point and the bush destination, it will receive equitable tender over the route.
If 1t offers direct service between the origin and destination, it gets nothing.

Would you please advise us of your interpretation of the intent and meaning of
the equalization provisions of the bush mail rate? Recent changes in Alaska
have 1increased the practice of combination routings to the detriment of direct
routings. Your prompt response is appreciated.

Sincerely,

‘\)—. (( é\-,

Hank Myers
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1989 RECEIVED
Mr. Hank Myers
Myers & Com a
P.O. Box 732:” MAR 31 1829
Belle Washingt _—

e ngton 98008 DEPARIMEAT GF TRANSFORTATION

Dear Mr. Myers: ALASKA FIELD OFFICE

Since this office reviews the legal aspects of the Department’s
service mail rate functions, Mr. Podberesky, the Assistant General
Counsel for Aviation Enforcement and Proceedings, has referred
your letter regarding the scope of mail rate equalization
authority in Alaska to me for reply. My response reflects the
clarifications you made in your second letter, addressed to

Mr. Myers of this office.

On behalf of a number of Alaskan air carriers, you have asked
whether an alleged refusal by the Postal Service to allow bush
aircraft operators to equalize their applicable bush rate with a
lower combination of mainline and bush rates over a less direct
routing is consistent with the equalization provisions of Order
82-11-108 and subsequent intra-Alaska bush mail rate orders.

In my opinion it is not.

Specifically, you cite a practice of refusing to allow bush
aircraft operators providing direct service to a bush point to
equalize with a combination rate consisting of mainline service to
a connecting hub and bush service to the destination point.
Apparently, notwithstanding the additional mileage of the combined
service, the lower mainline rate component often results in a
lower overall rate to the bush destination point and, in such
instances, the Postal Service will not permit the direct service
bush aircraft operator to match the lower combination rate because
the computer program used to generate payments does not allow for
equalization to those rates. You state your belief that such
refusal deprives bush carriers of mail traffic access contemplated
by the mail rate provisions and discourages direct air service to
bush points in favor of more circuitous, connecting service.

A review of the pertinent authority indicates quite clearly that
equaligzation {s authorized in such instances, and that the Postal
Service must find some way of accommodating properly filed notices
of equalization. Order 83-10-28, in particular, contains an
extensive discussion of the intended scope of equalization
authority within Alaska. In describing the application of that
authority, the CAB noted that most mail to bush points moves over
both mainline and bush routes:



Appendix G
Page 5 of 5

It originates at a mainline point and moves on large aircraft
to a bush hub where it is transferred to a small bush
aircraft for carriage to its destination. If there are two
different routings available from a mainline point of origin
to a bush destination, without equalization authority all
mail will move only over the routing which results in the
lowest charge to the Postal Service.

While the equalization in that case involved two combination
rates, with the more circuitous combination attempting to match
the less circuitous combination to a particular destination point,
the Board’s focus on the overriding importance of promoting new
carriers, new service, and increased routing flexibility between
points in Alaska under its "procompetitive mandate" leaves no
doubt that the equalization provisions in Order 82-11-108 also
authorize the equalization of a bush to a mainline rate or a bush
to a combination rate, regardless of connections, routing or
mileage. Order 85-7-28 further emphasized this procompetitive
thrust by stating that "competing carriers may also equalize on a
per-flight basis® and Order 88-4-27 reaffirmed that "the carriers
should retain the discretion to equalige to the lowest available
service mail rate in competitive markets." For this purpose, a
::rket must be viewed as the true origin and destination of a mail
spatch. :

If anything, the CAB’s concerns would be even more pertinent
wvhere, as here, a refusal to acknowledge equalization rights on
its face serves to keep bush carriers attempting to provide direct
or less circuitous online service to a bush point from competing
with more circuitous interline service for a fair and equitable
distribution of the mail traffic to that point.

Finally, in Order 83-10-28, the CAB specifically found that the
*adverse competitive consequences” of narrowing or eliminating the
equalization authority greatly outweighed the administrative
convenience to the Postal Service of being able to reduce the
nunber of service proposals it must evaluate.

I hope this letter is responsive to your legal concerns.
Sincerely, ‘

Donald H. Horn
Assistant General Counsel for
International Law

cc: U.S. Postal Service
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ORDER 2000-11-9
{‘" "\ UNITED STATES OF AMERICA
- DEPARTMENT OF TRANSPORTATION
7/ OFFICE OF THE SECRETARY
~n - WASHINGTON, D.C.
Issued by the Department of Transportation
on the 13* day of November, 2000
Served: November 16, 2000
INTRA-ALASKA MAINLINE Docket OST-95429 —[ 2 (
SERVICE MAIL RATES (Docket 38961)
ORDER ESTABLISHING FINAL MAINLINE SERVICE MAIL RATES
Summary .

By this order the Department is setting new final intra-Alaska mainline mail rates
effective October 1, 2000, through September 30, 2001. The rate is based on traffic and
costs for the year ended March 31, 2000, except for fuel, where consistent with

Order 99-12-15, in response to dramatic fuel price increases, we decided to update the
fuel portion of the linehaul quarterly. The rates currently in effect were extended as
interim rates by Order 2000-9-27, effective October 1.

The order adopts the costing methodology tentatively established by Order 2000-8-14, but
makes several significant adjustments. First, because the quarter ended June 30, 2000,
fuel costs have now been reported, we will incorporate them in this order. | Next, we
are incorporating Northern Air Cargo’s (NAC) revised financial numbers. We are also
excluding Air Cargo Express’s (ACE) linchaul costs from the cost pool because we have
now found them to be unreliable. Finally, we will include Lynden Air Cargo’s (LAC)
linehaul costs.

Background

By Order 2000-8-14 the Department tentatively proposed a methodological change to our
annual mainline mail update by weighting linehaul costs by the amount of mail
transported by each carrier’s aircraft type and terminal costs by the amount of mail each
carrier enplanes. In addition, for the first time we tentatively included ACE’s costs,
terminal and linchaul, because it carries a significant amount of mainline mail. That
order tentatively excluded LAC from the cost pool because it found their terminal costs

! When the show-cause order issued, we used the quarter ended 3/31/00 fuel costs for illustrative purposes
beuusethelunequlmhulnocyelbeeumpongd. Akg.thoumeleomwemnotweighxedbymoumot



Appendix H
Page2 of 4

3-

captures the facilities used in but not necessarily the additional facilities useful for
transportation of mail, .

Disposition We believe that if assets or facilities are not used for the transportation of
mail, there is a presumption against recognizing their costs. We do not recognize any of
the cost of operations outside Alaska when setting rates even though such capacity could
be readily flown to Alaska and become available if the need arose. Weighting of costs by
the frequency and amount of use, the primary issue in this update, is'a recognized costing
principle and is, as the carriers contend, appropriate in the Alaska mail context. Under
the Postal Service’s construction, the Department could determine mail rates by ignoring
the cost of the aircraft and facilities actually moving the mail and instead recognize the
cost of aircraft and facilities that could be used to carry mail, 3

The correct construction of the phrase “used and useful” follows from the conjunction of
the two terms. The carriers emphasize the first word in the phrase while the Postal
Service emphasizes the last. Because of the conjunction, the word useful constrains the
word used. If an asset is used in the transportation of mail but is not useful, its costs
should be excluded from determining the rate. This protects the Postal Service. For
example, we exclude flight attendant costs from the rate calculation, even though they are
used on all of AS' combi-aircraft flights because they are not useful for the movement of
mail. More generally, if carriers attempted to manipulate the rate by using assets clearly
not useful for moving the mail, we would exclude those costs. 6 We thus believe that our
construction is consistent with the statute.

Weighting by Amount of Mail Carried Discourages Efficiency

The Postal Service repeated its earlier pleadings that weighting carrier costs by mail
carried, especially linehaul costs by aircraft-specific RTMs of mail, would encourage
carriers to manipulate the rate by using their most expensive aircraft to move the mail,
since mail rates would thereby be increased over time. The Postal Service contends that
adopting the new methodology would discourage carriers from replacing their older aircraft
with more efficient aircraft, especially aircraft designed like the B-737-200 to carry
proportionally more mail, because the influx of such new, efficient, mail-friendly aircraft
would decrease the overall mail rate more than the current methodology. 7

5 See our discussion of the addition of Express in this order.
6 This is a less stringent regulatory standard than the one requiring that oaly costs incurred by “honest,
economical, and efficieni management be recognized. Under the “used and useful standard,” costs
mistakenly incurred by carriers in good faith would be included in cost calculations; under the “honest,
economical and efficient standards” they would be excluded.
7 The Postal Service's argument is as follows. B-737-200 combi aircraft currenily carry the bulk of AS's
mail because of their mail-friendly design. However, duc to their age they are becoming increasingly
expensive 1o operate. When deciding whether or not to replace those aircraft with similar but less-
expensive-to-operate new aircraft, AS would have less incentive re-equip under the mail-weighting
because more mail presumably would coatinue to be assigned to the new aircraft and their
lower costs would be more fully reflected in the rate. The new methodology would make the re-equipment
decision more problematic for management.
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The carriers restate some of their earlier arguments. AS already carries the most mail on
its higher unit-cost B-737-200 aircraft, not to drive up the mail rate, but becanse it, unlike
the other aircraft types, is “the optimal aircraft to accommodate the combined needs of
Alaska’s three principal sources of revenue...-[and] Alaska’s other aircraft lack the belly
capacity and adjustable interiors best-suited to transport” 8 mail. Among the other
carriers, LAC will not be able to manipulate the rate by moving mail on more expensive
aircraft because they have only one aircraft type, while ACE has only a single mainline
aircraft, other than its fleet of DC-6s. NAC alone has a fleet mix (DC-6s and B-727s)
that would theoreticaily allow it to change its current policy and carry more mail on its
higher unit-cost aircraft type and so manipulate the rate. 9 The carriers continue to
maintain that it would make no sense in the real world for them to intentionally increase
the costs they incur individually in the hope that perhaps a year-and-a-half later those
costs would be recovered as a rate increase shared among all carriers.

Disposition The Postal Service's arguments against the weighting methodology reflect
what it sees as currently expensive service with the prospect of even further cost
increases. The Postal Service expects its costs to increase further in the future even
without a change in methodology because of increased costs of AS’s 737 and NAC's 727
mainienance and inspections due to new FAA-mandated requirements for those aircraft
types. DC-6"s, B-737-200's, and B-727-100"s currently move the bulk of mainline mail
but they are old aircraft and will require increasing maintenance. This will only
aggravate the current situation where, in 1999, the Postal Service states it paid an average
of $967 to move a ton of mail 463 miles in Alaska but only $665 in the lower 48 to move
it an average of 1,320 miles.

The Postal Service in its objection on September 22 did not respond to the several
theoretical difficulties raised in the order militating against carriers’ manipulating the rate
for their gain, i.e., a carrier manipulating its costs would directly and immediately 10 bear
those costs by jtself but would share the resulting rate increase, after a lag, with all other
parties moving that category of mail. In addition, historically AS has moved the bulk of
its mail on its higher unit-cost aircraft, the B-737-200, because its belly capacity and
adjustable interiors make it the optimal choice for carrying mail, not to increase the
reimbursement rate in the future.

The Postal Service modified its position slightly. It argues that adopting the new costing
methodology might discourage carriers from readily replacing their older, more expensive
aircraft. 11 Whatever the theoretical merits of this more refined position, it is the

8 Carriers’ joint reply, September 29, 2000, page 9.
9NAC':muumdmmmmmmmoﬂumﬂmmhwam
aircraft in the face of a costing methodology that does not weight for this effect.

10 The carriers point out that the mail rate may recognize cost increases initially borne by the carriers after
up to a 18-month lag.

11 1f the Postal Service in fact begins to modify its equitable tender policy to tender more mail to the least
costly aircraft operator, there would clearly be an enhanced incentive for a carrier to buy new, cheaper
aircraft, because it would thereby garner a greater share of the mail.
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current cost of moving the mail. 12 To not weight carrier costs by mail carried would
ignore the greater cost of AS’s B-737-200 equipment compared to its other less expensive
Jets that carry relatively little mail. The B-737-200 is the only combi-jet aircraft in
operation designed for moving large volumes of passengers, mail, and freight.
Moreover, although incentives to re-equip might be slightly diminished under the
proposed change, real incentives would remain, because although mail is an important
part of intra-Alaska traffic, it is far from the only part, at least for most carriers. Carriers
that re-equipped and flew aircraft with lower unit costs 13 could lower passenger or cargo
yields below levels that operators of older equipment could not match.

Carrier’s Reported Costs Were Overstated

The Postal Service also felt that the cost increases experienced by NAC and AS were
unreasonably high compared to the prior period. It noted that NAC's DC-6 unit cost per
ATM were 50% greater than ACE's, and that NAC'’s B-727 unit costs had increased
58.5% from those in the preceding period.

Disposition As the carriers have stated, NAC has submitted revised data, with its costs
substantially below previous levels, such that its non-fuel linehaul costs decrease by
20.9% for its B-727-100 and 9.3% for its DC-6s from those previously reported. The
Postal Service's concern with NAC’s reported costs were based partly on comparing their
costs to ACE'’s much lower costs. ACE'’s reporting is currently being reviewed on-site by
our Alaska Inspector. Although it is at least several months until the review can be
completed, our inspector informs us that ACE greatly understated its maintenance
expense because it only included maintenance labor expense in that account. When this
correction is made, it is likely that NAC’s and ACE's non-fuel linchaul costs will be more
comparable, as their fuel and terminal unit costs are already. We have closely reviewed
AS’s linchaul expenses and it is clear that the increase in expense from the prior period is
in the maintenance expense arca, as the carrier had indicated, where maintenance costs
per hour for its B-737-200s for the year ended March 31, 2000, increased 26.6% from
the year before, while unit costs per hour for other non-fuel linchaul expenses actually
decreased by 1.5% from the prior year. We anticipate that AS's total unit costs will not
diminish significantly in the next annual update, notwithstanding the fewer mumber of D
Checks it projects, as the carrier continues to work with the FAA to resolve some
maintenance issues. For NAC, after the revisions made by the carrier, there were modest
increases in hourly costs for the DC-6 of 3.5% from the prior year, while B-727-100 unit
costs still increased by 25.4% from the prior year. In fact, as can be seen from Appendix
C, NAC’s B-727’s unit cost per ATM for its non-fuel linehaul now exceeds that for

its DC-6s.

12 We also bave a responsibility to ensure that appropriate incentives are in place. We continue to believe
they are with the new weighting methodology. While under the class-rate system the eatry of new, less
expensive aircraft drives costs and subsequently rates down, arguably reducing somewhat the incentive to be
efficient, in a free market when carriers buy new aircraft they also put pressure on prices with their reduced
costs.
13mmmmm.muwmhwdwmmwmn'smmwm
fuel costs would have to exceed the increased ownership costs of the new aircraft.
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Special Cost Studies for Rate Development

It is suggested that the Bush Mail Rate be a multi-element rate consisting of a line-haul
charge that varies with distance hauled, and a terminal charge based on weight (number
of pounds) enplaned. The initial linehaul rate shall be based on the percentage of linehaul
(direct) expenses allocated to the transportation of mail for all carriers and aircraft
covered by a specific rate, and divided by the number of revenue ton miles of mail
transported under that class by those carriers. Adjustment of linehaul rates would be
calculated on the net change in cost per revenue ton mile of traffic transported by the
carriers covered by the rate. Terminal charges would be based on the percentage of
terminal (indirect) expenses allocated to the handling of mail for all carriers covered by
the rate divided by the number of mail pounds enplaned. Adjustment of terminal charges
would be based on the net change in cost per revenue ton enplaned by the carriers
covered by the rate.

For both linehaul and terminal charges, the cost pools shall consist of three parts. All
costs that are not required in order to transport or qualify for tender of mail shall be
excluded from consideration. All costs directly related only to the handling or
transportation of mail, or in meeting requirements of the Postal Service with no benefit to
other classes of traffic shall be paid entirely through mail rates. These rates shall be
allocated on the basis of cost per revenue ton mile or pound enplaned as appropriate. All
other costs shall be allocated as described above.

The costs specifically allocated for payment entirely by the Postal Service shall include,
but not be limited to, the cost of landings and takeoffs made at points where no traffic
was deplaned or enplaned so that the carrier could exhibit an adherence to schedule, the
costs of having and maintaining a mail holding facility meeting the requirements of the
Postal Service where only mail is held and handled, any special facility costs related to
the provisions of the PO-508 not required for other classes of traffic, the cost of bush
agents whose only responsibility and whose rate of pay is based on the handling and
delivery of mail, the cost of any special reports or recordkeeping related solely to
compliance with 39USC5402, and any other cost which can be shown would not have
occurred but for the requirements to transport mail alone.

The special studies to be performed by all or a representative sample of air carriers
should include:

1. The number of takeoffs and landings and the incremental time taken to serve a
point on a flight where no revenue traffic of any sort was deplaned or
enplaned so that the carrier could meet the requirements of the Postal Service
to adhere to the carrier’s schedule.
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All expenses associated with a facility having the sole purpose of storing or
protecting mail to the exclusion of other classes of traffic (freight, passengers,
baggage)

All expenses associated with employees or agents whose sole responsibility
and basis of employment is handling or transportation of mail, and whose pay
is based at least in part on the volume of mail handled or transported.

Calculation and proration of all traffic on flights departing from a mail hub
(away from the direction of the hub) weighted by the loading priority assigned
to the class of traffic.
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Selected Pages from Presentation by
U.S. Postal Service on Non-Bypass
Mail Tender Procedures

The following pages are from a presentation made by the U.S. Postal Service to bush air
carriers at a meeting held on May 15, 2003 in Juneau, AK. In that presentation, the
Postal Service announced that it would apply the criteria specified for the tender and
distribution of bypass mail to the tender and distribution of non-bypass mail, including
the requirement for maintaining a specific market share of passenger or freight traffic.

The Postal Service makes no differentiation in the presentation between carriers or
markets in which bypass mail is carried, and those markets where no bypass is carried.
The presentation refers to “All Carriers” when describing the eligibility requirements for
tender, and establishes the three mail pools in all markets and at all hubs.
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‘] RURAL SERVICE IMPROVEMENT ACT OF 2002

UNITED STATES

POSTAL SERVICE

m Origin of Legislation

m Introduced to Congress by Senator Stevens
November 15, 2001

a Signed into law on August 2, 2002

. @ Purpose of Law Change
m To ensure passenger service and improve passenger
safety

m To support non-mail freight service to rural
communities

m To ensure that bypass system remains viable and |
affordable for the Postal Service
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‘] RURAL SERVICE IMPROVEMENT ACT OF 2002

UNITED STAYES
POSTAL SERVICE

Existing mainline carriers

m certificated under Part 121

= actually transporting bypass mail 1/1/01
m All carriers

m certificate of public convenience and necessity - 41102(a)
of Title 49 USC

m operate at least 3 flights a week to such point
m exhibit an adherence to such scheduled flights

m provided 3 scheduled flights per week between two points
within Alaska for at least 12 consecutive months with
-aircraft--

m up to 7,500 Ibs payload capacity
m over 7,500 Ibs payload capacity
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POSTAL SERVICE

‘: RURAL SERVICE IMPROVEMENT ACT OF 2002

m Equitable Tender Pools

m On a given city pair route, the Postal Service shall offer

equitable tender to qualified carriers based on the
following tiered approach:

m 70% of mail on a given city pair route is divided equally
- between carriers who operated at least 20% of
passenger service (h)(1)

m 20% of mail on a given city pair route is divided equally
between carriers who operated at least 25% of freight
service (i)(1)

a 10% of malil on a given city pair route is divided equally

between carriers who do not qualify for tender in the tiers
above (j)(1)
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UNITED STATES
POSTAL SERVICE

RURAL SERVICE IMPROVEMENT ACT OF 2002

Alaska '
Non-Priority
Bypass Mail
[ ' LL : 1
70% Tendered 20%Tendered 10%Tendered
To Passenger To Non-Mail Freight To Remaining
Carriers Carriers Caniers
F__L—'I I 1I ] f |
Cariers with >20% | | 1 only one carrier | | Caniers with >25% | | If no camier >25% If no carrier Remaining Cariers if no camiers
passenger service | {>20%, nexthighest| | of freight service | | of freight senvice | | 20% split between equally divide 10% redistributed
divide mail equally | | gets 20% of mail | | divide mail equally | | next highest gets it | | passenger cariers 10% of mail 75% and 256%
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‘] RURAL SERVICE IMPROVEMENT ACT OF 2002

UNITED STATES
POSTAL SERVICE

m Hubs

Kodiak King Salmon Aniak
Bethel Barrow Cold Bay
Dilingham  Dutch Harbor Emmonak
Fairbanks Fort Yukon Galena
lliamna Juneau St. Marys
Ketchikan McGrath Nome
Kotzebue Sitka Unalakleet
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Proposed PO-508 Changes

At the annual convention of the Alaska Air Carriers Association in February, 2003, the
Postal Service announced immediate implementation of the changes in the PO-508
shown below, and stated that there would be a complete rewriting of the Procedures
Manual before November 3, 2003. No copy of the manual with the new changes already
made has been made to the air carriers or other interested parties.

Transmittal Changes to the P0-508 (Distributed 2/27/2003 at A.A.C.A. Convention)

Effective Immediately

1-3.2 Minimum Requirements (p. 2)

Replace the entire section with the following.

The following are the minimum requirements for a carrier to be eligible to carry bypass
mail:

a. hold a certificate of public convenience and necessity issued under section 49 USC
41102 (a);

b. operate at least 3 scheduled flights each week to any destination point;

c. exhibit an adherence to such scheduled flights; and

d. have provided scheduled service with at least 3 scheduled (non-contract) flights per
week between two points within the State of Alaska for at least 12 consecutive months
with aircraft—

(i) up to 7,500 pounds payload capacity before being selected as a carrier of
nonpriority bypass mail at an applicable intra-Alaska bush service mail
rate.

(ii))  upto 7,500 pounds payload capacity before being selected as a carrier of
nonpriority bypass mail at the intra-Alaska mainline service mail rate.

1-3.2.1 Schedule Adherence (new section p.2)

A carrier exhibits adherence to a schedule by operating that schedule for each one-week
period. Carriers that fail to maintain their scheduled weekly frequencies within a market
without a satisfactory explanation will lose tender in that market for one month for a first
offense, for six months for a second offense in a market and for 1 year for a third offense
in a market.
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1-3.2.2 Exceptions (new section p. 2)

The Postal Service may select a carrier other than an existing mainline carrier for mail
tender if the Postal Service determines that the mail service provided by existing mainline
carriers remains deficient after it has notified the carriers in writing and has allowed a 30-
day correction period. (See section 6-2.4.2.4 Non-Beneficial Service)

2-3.4.2 Equalization of Rates (p. 5)

Equalization occurs when a carrier using bush aircraft between an origin and a
destination files with the DOT a notice of intent to equalize. By making that filing, the
equalizing carrier accepts the lowest existing rate of pay in the market.

A composite rate (see Appendix F) is paid to an equalized bush carrier for a direct flight
from an acceptance point to a bush destination beyond a hub point, if the result will be no
degradation of passenger, freight, and/or mail service in and out of the hub. This rate is
based on the mainline linehaul rate paid to the hub plus the lowest bush linehaul rate paid
in the State of Alaska for the distance traveled from the hub point to the destination point.
A single origin terminal handling is paid at the mainline terminal handling rate.

2-3.5.1 General (p. 6)

The Postal Service determines whether it will utilize equalized service for the transport of
in-house non Priority Mail and Priority Mail. Upon receipt of a notice of intent to
equalize from the DOT, the Postal Service reviews the service and cost impacts
associated with the equalized service using the guidelines below.

2-3.5.1.1 Equalization on Mainline Routes (new section p. 6)

In order to receive equitable tender of bypass mail on a route between an acceptance
point and a hub or between an acceptance point and a final destination in which a
mainline carrier begins service, a carrier must qualify under 1-3.2 (Minimum
Requirements) and have provided for the past six months, and continue to provide, at
least 20 percent of the passenger service.

In order to receive equitable tender of bypass mail on a route between a hub and a final
destination in which a mainline carrier begins service, a carrier must qualify under 1-3.2
(Minimum Requirements) and a) if a bush passenger carrier, have provided for the past
six months, and continue to provide, at least 20 percent of the passenger service or b) if a
nonmail freight carrier, have provided for the past six months, and continue to provide, at
least 25 percent of the nonmail freight service for the past six months.

Continuity of service for this purpose will be measured in three-month increments
beginning on January 1, April 1, July 1, and October 1. Carriers first becoming eligible
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(that is, eligible for bypass mail after the six months) will be placed into the normal
quarterly evaluation at the next opportunity.

2-3.5.2.3 Capacity (p. 6)

Delete Note in its entirety.

2-3.5.3 Cost Implications (p.2)
Replace current language in entirety with the following.

The Postal Service will consider the operational, administrative, and other indirect costs
in addition to the service factors in 2-3.5.2.

3-2.1 Transportation of Mail (p. 9)
Substitute the following for section a)

a. Adhere to their scheduled service as submitted to the Official Airline Guide (OAG).
(See 3-2.3). Scheduled service means:

b. Flights are operated in common carriage available to the general public under a
published schedule;

c. flight schedules are announced in advance in systems specified by the Postal Service,
in addition to the Official Airline Guide or the air cargo equivalent of that Guide;

d. flights depart whenever passengers, freight, or mail are available in any number or
quantity for a flight; and

e. customers contract for carriage separately on a regular basis.

The Postal Service requires that published flight schedules be adhered to unless no mail
has been tendered within the defined tender time limitations prior to the flight departure
on the day of the flight.

m. Submit all forms, reports, or mail-related information as required by the Postal Service
and the Department of Transportation. The information required includes, but is not
limited to, the filed schedules, added schedules, schedule performance, pounds of Priority
and non-Priority mail, and aircraft tail number for each trip flown. Carriers that submit
late, inaccurate, or no data will lost tender of mail until the data requirements have been
met.
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3-2.8 Code Share (replace NASS Conversion p. 12)

Carriers operating under a code share agreement must (for the purposes of mail only)
convert and display in the OAG the code of the carrier who actually transports the mail.
Carriers will be evaluated for tender based on the identity and certification of the carrier
who transports the mail.

6-2.1.2.1 Types of Mail (p. 26)
Add to current section...

Non-priority service mail consists of bypass mail (see Chapter 8) and in-house non-
priority mail.

6-2.4.1.1 Fair and Reasonable Division (p. 28)
Replace current paragraph with the following.

When two or more carriers in the same passenger or non-mail freight distribution pool
established pursuant to 39 USC 5402 (h) and (i) (see Appendix 1) serve the same point
with equivalent service in terms of requirements and cost, the mail is distributed
equitably between the carriers. Equitable distribution requires a fair and reasonable —
but not necessarily equal — division of mail between such carriers.

Notwithstanding the forgoing, the Postal Service retains the right to dispatch in-house
non-priority mail using methods it determines sensible to maintain efficiencies and
service, control costs, and to promote competition. See also 2-5 concerning equalization.

6-2.4.1.2 Distribution Pools (p. 28)
Add this new section and renumber following sections.

Initial entry and classification into distribution pools will be determined by the preceding
12 months of data (see Appendix I). After the initial classification, the Postal Service will
recalculate these pools quarterly, starting at the beginning of the calendar. Carriers that
enter a market during a quarterly period, shall have their status evaluated in a market after
they complete their term of eligibility using the time frame coinciding with their actual
entry in the market. After the initial evaluation, carriers will be evaluated on the quarterly
calendar.

6-2.4.1.2 Favorable Pay Rate (p. 28)
Renumber as 6-2.4.1.3 and replace current paragraph with the following.

In competitive situations, the Postal Service considers two additional factors, direct and
indirect costs. Direct costs mean the actual rate paid to the carrier by the Postal Service.
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Indirect costs include: indirect impact on the class rate, administrative costs, and mail
processing costs. In these situations, the dispatch of the mail to the carriers causing less
impact on costs is justified because of the more favorable pay rate to the Postal Service.
Any evaluation of a carrier’s service will include the cost of that service to the Postal
Service as compared to alternative modes of transportation.

6-2.4.2.4 Non-Beneficial Service (p. 31)
Add a new paragraph after the existing one.

Deficient service occurs when: a) within two consecutive weeks less than 100% of the
mail tendered is delivered to the destination/interline carrier within the transit window; b)
service performance is erratic

during any 30-day period, or ¢) at any time mail is transferred to another carrier with the
result that the mail is not transported within the original transit window. (See section 1-
3.2.1 Exceptions)

Appendix F- (p. 75)
Add:

Available passenger seats — seats that are installed, insured, and offered for sale to the
public.

Composite rate (replace):

Composite rate (replace) — The rate paid to an equalized bush carrier who flies from an
acceptance point directly to a bush point. The rate is based on the mainline linehaul rate
paid to the hub, plus the lowest bush linehaul rate paid to bush carriers in the State of
Alaska for the distance traveled from the hub point to the destination point. A single
origin terminal handling is paid at the mainline terminal handling rate.

Equalized rates (replace):

Equalized rates — Rates that apply when an air carrier using bush aircraft and being
compensated at a higher rate elects to equalize to the lowest rate in a market or a
composite rate.

Add:
In-house non-priority mail — Non-priority mail other than bypass mail.
Add:

Nonscheduled service — Services pursuant to the charter or hiring of aircraft, other
revenue services not constituting an integral part of services performed pursuant to
published schedules, and related nonrevenue flights.




